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OVERSIGHT  OF  IRS:  IRS-SOUTH  CAROLINA 
PARTNERSHIP  ON  ADMINISTRATION  AND 
COMPLIANCE  AND  IRS  REFUND  PAYMENTS 
TO  TAXPAYERS 


MONDAY,  SEPTEMBER  26,  1994 

House  of  Representatives, 
Commerce,  Consumer,  and 
Monetary  Affairs  Subcommittee 
of  the  Committee  on  Government  Operations, 

Columbia,  SC. 
The  subcommittee  met,  pursuant  to  notice,  at  9:28  a.m.  in  room 
101,  Blatt  Building,   1101  Pendleton  Street,  Columbia,  SC,  Hon. 
John  M.  Spratt,  Jr.  (chairman  of  the  subcommittee)  presiding. 
Present:  Representative  John  M.  Spratt,  Jr. 

Also  present:  Thomas  S.  Kahn,  chief  counsel;  Richard  W.  Peter- 
son, senior  counsel;  and  Doug  Riggs,  minority  professional  staff, 
Committee  on  Government  Operations. 

OPENING  STATEMENT  OF  CHAIRMAN  SPRATT 

Mr.  Spratt.  Good  morning,  and  welcome  to  everyone  here,  and 
a  special  welcome  to  South  Carolina  to  Commissioner  Richardson. 
We  very  much  appreciate  your  coming. 

We  also  want  to  welcome — he  does  not  need  to  be  welcomed  to 
South  Carolina — Crawford  Clarkson  is  the  chairman  of  the  South 
Carolina  Department  of  Revenue,  as  well  as  Senator  John  Drum- 
mond  who  is  chairman  of  the  South  Carolina  Senate  Finance  Com- 
mittee, and  we  hope  that  we  will  be  joined  some  time  this  morning 
by  Representative  Billy  Boan  who  is  the  chairman  of  the  ways  and 
means  committee  of  the  South  Carolina  House  of  Representatives. 

Additionally  we  want  to  welcome  Austin  Sheheen  who  is  director 
of  the  South  Carolina  Association  of  Certified  Public  Accountants, 
Hunter  Howard  who  is  head  of  the  State  chamber  of  commerce, 
and  Robert  L.  Mungo  of  the  South  Carolina  Tax  Council,  all  of 
whom  are  distinguished  in  their  respective  ways  in  the  tax  arena. 

This  hearing  today  is  a  continuation  of  our  subcommittee's  dec- 
ade-long oversight  work  on  IRS  modernization,  known  in  tax  circles 
as  Tax  Systems  Modernization. 

We  have  held  a  number  of  hearings,  and  issued  a  series  of  re- 
ports on  TSM.  We  have  worked  closely  with  the  Service  to  develop 
and  fund  TSM,  and  we  are  pleased  with  the  results  we  have  seen 
to  date,  and  we  expect  many  more  in  the  future.  Unfortunately, 
funding  for  TSM  is  in  jeopardy  literally  as  we  sit  here  and  talk 
about  it  today. 

(l) 


Today  we  want  to  examine  two  concrete  beneficial  results  of 
TSM.  One  is  the  South  Carolina-IRS  partnership  on  tax  compliance 
and  IRS  taxpayer  refunds.  By  examining  these  two  examples,  we 
hope  to  simply  make  the  point  concretely  that  Tax  Systems  Mod- 
ernization makes  sense  and  is  cost-effective. 

I  thought  I  would  tell  a  little  anecdote  to  illustrate  what  we  are 
about  today.  Some  years  ago — I  think  it  was  about  25  years  ago — 
I  had  the  privilege  and  pleasure  of  studying  political  science  in 
England,  and  my  tutor  had  taught  at  the  University  of  South  Caro- 
lina here.  And  I  was  reading  a  paper  to  him  that  I  had  written  on 
federalism  explaining  why  federalism  was  an  efficient  form  of  gov- 
ernment, and  he  said  "Yes,  yes,  Mr.  Spratt,  but  you  must  acknowl- 
edge," he  said  "when  I  was  in  Columbia,  South  Carolina  and  I 
would  drive  to  work  I  would  pass  by  the  South  Carolina  Tax  Com- 
mission on  the  right,  and  the  Department  of  the  Internal  Revenue 
Service  on  the  left,  and  I  thought  two  organizations,  the  same  over- 
head, duplicating  each  other  doing  the  same  thing,"  and  I  tried  to 
explain  to  him  that  they  did  not  do  exactly  the  same  things,  or  col- 
lect exactly  the  same  taxes,  but  he  did  have  a  point,  and  that  is 
the  point  we  are  investigating  here  today,  and  it  is  a  point  that  we 
are  particularly  focusing  upon  with  respect  to  the  South  Carolina- 
IRS  partnership. 

We  spend  so  much  time  bashing  government,  talking  about  inef- 
ficiencies in  government.  I  think  it  is  useful  to  back  up  and  talk 
about  things  that  are  being  done  better  in  government — as  Vice 
President  Gore  likes  to  refer  to  it,  about  government  that  costs  less 
and  works  better,  and  that  is  what  the  IRS  partnership  is  all 
about. 

South  Carolina  and  the  IRS  have  pioneered  on  the  frontier  of 
electronic  filing  by  setting  up  the  first  joint  Federal-State  electronic 
filing  system  in  the  country — I  think  it  has  spread  to  30  States  by 
now,  but  South  Carolina  was  the  first — and  they  have  led  the  Na- 
tion and  have  won  national  awards  recognizing  the  efforts. 

Those  rewards  are  a  tribute  to  the  witnesses  here.  The  room  is 
full  of  people  who  have  had  a  part  in  making  them  come  about, 
particularly  Crawford  Clarkson. 

Why  should  average  citizens  care  about  this  partnership?  Very 
simple.  It  saves  taxpayers  time,  and  it  saves  taxpayers  money.  In 
many  States  taxpayers  still  must  compute  and  fill  out  and  mail  two 
separate  tax  returns.  In  our  State  they  only  need  to  fill  out  one 
electronic  return. 

This  partnership  also  saves  the  State  and  Federal  Government 
money  and  resources  because  it  is  cheaper  for  the  Government  to 
process  joint  electronic  returns.  Many  larger  States  like  California 
have  not  yet  established  a  similar  partnership  with  the  IRS.  One 
thing  we  want  to  learn  today  is  how  well  it  has  worked  here,  why 
it  has  worked  here,  and  how  we  can  extend  the  relationship  and 
the  partnership  to  other  States. 

The  Commissioner  will  also  release  today  the  names,  the  towns, 
and  the  ZIP  codes  of  the  taxpayers  in  South  Carolina  who  come 
from  that  set  of  92,000  taxpayers  whom  the  IRS  has  not  yet  been 
able  to  locate  in  this  case  to  send  them  a  refund — not  to  collect 
their  delinquent  taxes,  not  to  demand  a  return,  but  to  send  them 
a  check  that  is  due  them. 


She  will  also  explain  how  the  Service  is  focusing  its  efforts  in 
this  particular  area  in  order  to  service  their  customers  better.  Sep- 
tember 26  is  the  earliest  date  yet  that  the  IRS  has  ever  released 
the  list,  and  we  can  thank  TSM  in  part  for  this. 

TSM  should  also  help  the  IRS  find  these  taxpayers.  Why  is  the 
IRS  having  trouble  finding  them?  People  move,  they  change  their 
names,  they  change  their  addresses,  they  get  remarried,  they  die 
without  their  personal  representatives  knowing  that  they  have  a 
refund  due,  all  of  these  reasons,  and  there  are  about  1,100  South 
Carolinians  who  fall  in  this  category  who  have  not  received  refund 
checks  to  date.  They  will  be  notified  today,  at  least  by  the  revela- 
tion of  the  list  of  names  and  the  checks  that  they  are  due. 

Let  me  emphasize  one  thing.  The  IRS  alone  can  process  these 
claims  for  refunds,  and  anyone  who  sees  his  name  on  the  list 
should  call  them.  There  will  be  two  800  numbers  that  taxpayers 
can  call,  we  will  list  those  numbers  today,  but  they  should  not  call 
the  subcommittee,  they  should  not  call  Senator  Drummond's  com- 
mittee, they  should  not  call  the  ways  and  means  committee,  they 
should  not  even  call  Crawford  Clarkson  in  the  department  of  reve- 
nue, they  should  call  the  IRS  because  this  is  the  only  place  where 
they  can  get  the  information  they  need  and  get  their  refund  check 
back. 

With  that,  let  me  turn  to  my  distinguished  colleague,  Senator 
John  Drummond,  who  is  chairman  of  the  South  Carolina  Senate 
Finance  Committee,  for  his  opening  statement. 

Senator  Drummond. 

STATEMENT  OF  JOHN  DRUMMOND,  SENATOR,  STATE  OF 
SOUTH  CAROLINA,  CHAIRMAN,  SOUTH  CAROLINA  SENATE 
FINANCE  COMMITTEE 

Mr.  Drummond.  Chairman  Spratt,  Commissioner  Richardson, 
our  own  Chairman  Clarkson,  members  of  the  Internal  Revenue 
Service,  and  I  see  a  lot  of  my  friends  from  our  department  of  reve- 
nue. 

First  I  want  to  thank  you,  Mr.  Chairman,  for  bringing  this  issue 
here  to  South  Carolina,  and  I  heartily  approve  of  what  you  are 
doing.  As  I  told  you  before  this  meeting,  when  you  talk  about  sav- 
ing taxpayers,  that  is  what  we  call,  in  South  Carolina,  customer 
service.  The  taxpayers  are  our  customers,  they  are  customers  of  our 
government,  and  that  is  why  we  should  have  a  better  working  rela- 
tionship between  our  government  and  our  customers,  the  tax- 
payers. 

I  applaud  you,  I  applaud  your  interest  in  improving  service  to 
the  South  Carolina  taxpayers,  and  I  certainly  appreciate  this  op- 
portunity to  be  heard.  I  have  a  reputation  around  here  of  always 
wanting  to  be  heard,  and  I  have  been  here  quite  a  few  years,  and 
I  have  seen  the  government  improve  ever  since  I  have  been  here. 
In  the  30  years  I  have  been  here  I  can  tell  you  that  every  year, 
government  has  improved. 

And  it  is  true,  Chairman  Spratt,  that  we  do — and  over  the  years 
we  have  had  a  good  working  relationship,  our  general  assembly 
has,  and  I  say  it  is  a  fine  example  under  Chairman  Clarkson  of 
what  an  agency  should  be. 


And  I  look  out  there,  and  I  see  my  good  friends  Gary  Turner,  and 
Otis  Roth.  Any  time  we  are  discussing  in  the  senate  finance  com- 
mittee in  a  meeting  they  are  always  there.  We  do  not  have  to  write 
a  letter  to  the  department  of  revenue  saying  to  answer  some  ques- 
tions, they  have  the  questions,  they  have  the  answers.  And  even 
when  we  are  on  the  floor  if  we  are  in  debate,  especially  on  the 
budget  and  someone  raises  a  point  in  the  senate,  all  we  have  to  do 
is  walk  right  outside  the  door,  and  most  of  the  time  they  will  be 
inside,  and  immediately  we  have  that  answer  to  it. 

So  that  is  what  we  are  talking  about  when  we  are  talking  about 
cooperating  with  the  other  organizations  within  the  State.  But 
through  these  joint  programs,  Chairman  Spratt,  that  you  men- 
tioned—electronic filing,  taxpayer  education  and  assistance,  and  in- 
formation exchange,  the  State  of  South  Carolina  is  able  to  save  its 
citizens  millions  of  dollars,  tax  dollars.  But  more  than  that,  Con- 
gressman Spratt,  it  saves  them  time.  Time  means  more  now  some- 
times than  a  person's  money.  But  for  every  effort  that  you  make 
to  share  with  people  these  programs  and  this  information,  as  you 
said — and  I  agree  with  you — that  we  are  able  to  reduce  the  need 
for  employing  additional  people.  I  think  I  have  a  reputation  in  the 
State  for  wanting  to  know  how  many  new  employees  you  have.  We 
do  not  need  new  employees,  all  we  need  to  do  is  just  learn  to  gov- 
ern smarter  with  the  taxpayers'  money. 

So  the  cooperation  between  the  department  of  revenue  and  the 
Internal  Revenue  Service  I  say,  Commissioner  Richardson,  is  truly 
a  bargain  for  South  Carolina.  And  because  of  the  successes,  the 
general  assembly  has  been  eager  to  improve  legislation  which  ad- 
vances this  partnership.  I  like  to  keep  the  partnership  between  the 
department  of  revenue  of  South  Carolina  and  the  Internal  Revenue 
Service.  After  all,  we  represent  the  same  people,  our  customers.  I 
am  going  to  keep  saying  our  customers. 

So  when  the  department  of  revenue  and  the  IRS  approved  the 
conformity  of  State  income  tax  laws  with  the  Internal  Revenue 
Code,  we  became  one  of  the  only  two  States — and  thank  you  for 
that,  we  like  to  be  first  sometimes — we  are  one  of  the  only  two 
States  in  the  Nation  to  require  all  the  applicants  for  liquor,  beer, 
or  wine  licenses  to  be  in  compliance  with  the  Federal  tax  laws. 
That  is  a  step  in  the  right  direction. 

And  we  authorized  the  refund  offset  program  to  collect  Federal 
taxes,  and  of  course  we  always  tell  you  that  we  approved  the  shar- 
ing of  confidential  State  tax  information  with  the  IRS. 

The  legislature  has  been,  and  I  can  assure  you  as  long  as  I  am 
chairman  of  the  senate  finance  committee — and  Chairman  Boan 
when  we  gets  here,  will  make  the  same  statement — we  will  be  a 
strong  supporter  of  this  partnership  between  the  Federal  and  State 
government. 

I  want  to  thank  you  again  for  being  here  this  morning.  I  am  real 
happy  to  be  sitting  on  the  right  hand  of  the  finest  Congressman  in 
the  U.S.  House  of  Representatives. 

Thank  you. 

Mr.  Spratt.  Well,  thank  you,  Senator  Drummond,  very  much  for 
the  compliment,  for  coming  here,  and  for  your  fine  statement  and 
participating  in  this  hearing. 


Let  us  proceed  now  with  the  hearing,  and  we  expect  that  Chair- 
man Boan  may  join  us.  We  have  set  this  hearing  up  with  three 
panels.  First  Commissioner  Richardson,  and  I  should  introduce  Mr. 
Donald  L.  Breihan,  who  is  the  director  of  the  Columbia  district  of 
the  Internal  Revenue  Service.  We  are  pleased  to  have  you,  and 
pleased  to  have  your  testimony  today. 

Commissioner  Richardson,  as  is  usually  the  case,  you  prefiled 
your  testimony,  and  there  is  nobody  here  to  object  to  it,  so  I  will 
agree  that  it  be  made  part  of  the  record  without  objection,  and  you 
can  summarize  it  if  you  see  fit,  but  the  floor  is  yours  to  proceed 
as  you  see  fit. 

STATEMENT  OF  MARGARET  RICHARDSON,  COMMISSIONER, 
INTERNAL  REVENUE  SERVICE 

Ms.  Richardson.  Thank  you,  Mr.  Chairman,  and  thank  you, 
Senator  Drummond.  I  appreciate  the  kind  remarks. 

You  introduced  our  district  director,  Don  Breihan.  I  also  have 
with  me  our  chief  of  taxpayer  services,  Judy  Van  Alfen  right  be- 
hind me,  and  Bob  Wenzel  who  is  the  chief  strategic  planning  and 
communications.  They  are  here  to  answer  any  questions  as  well, 
should  we  have  them. 

I  want  to  thank  you  very  much  for  allowing  us  to  come  today, 
and  Don  is  not  only  the  district  director  here  in  Columbia,  but  he 
is  our  Fed-State  executive  for  the  whole  southeast  region,  so  he  has 
been  able  to  take  what  we  learned  here  in  South  Carolina  and 
apply  it  throughout  the  southeast. 

I  really  do  appreciate  the  opportunity  to  be  here  today  in  Colum- 
bia to  discuss  our  efforts  to  ensure  that  all  taxpayers  receive  the 
refunds  that  are  due  to  them,  and  also  to  discuss  our  Federal-State 
program,  because  it  really  is  a  cooperative  effort  that  we  have  with 
the  State  taxing  authorities  to  improve  overall  tax  administration. 

I  am  particularly  thrilled  that  Crawford  Clarkson  can  be  here 
today,  because  he  and  the  South  Carolina  department  have  truly 
been  leaders  in  this  program,  as  we  will  be  hearing  more  about  as 
we  move  along.  I  know  his  predecessor,  Hunter  Howard,  was  some- 
body that  worked  very  hard  on  this  as  well. 

We  have  testified  before  this  subcommittee  previously  that  our 
plans  for  reinventing  the  IRS  are  already  resulting  in,  and  will  con- 
tinue to  result  in  substantial  benefits  to  taxpayers.  I  think  the 
hearing  today  really  is  an  excellent  opportunity  for  us  to  be  able 
to  discuss  and  provide  examples  of  how  our  new  ways  of  doing 
business  are  positively  impacting,  and  will  continue  to  positively 
impact  on  the  public. 

Each  year  typically  about  two-thirds  of  all  taxpayers  are  entitled 
to  refunds.  During  the  1994  filing  season,  the  one  that  we  are  in 
the  process  of  completing,  we  have  received  over  113  million  indi- 
vidual income  tax  returns,  and  we  certified  over  75  million  refunds 
totaling  more  than  $79  billion.  The  average  refund  during  this  fil- 
ing season  was  just  over  $1,000. 

Usually  taxpayers  receive  their  refunds  within  2  to  6  weeks  after 
filing  their  returns,  and  although  a  majority  of  those  refunds  are 
received  by  taxpayers  without  delay,  just  under  300,000  of  those  re- 
funds, fewer  than  one-half  of  1  percent,  are  returned  by  the  post 
office  as  undeliverable. 


There  are  three  reasons  why  a  refund  may  not  be  delivered. 
First,  as  you  mentioned,  Mr.  Chairman,  a  taxpayer  moves  and  fails 
to  inform  either  the  IRS  or  the  Postal  Service  of  the  new  address, 
then  that  refund  will  not  be  mailed  to  the  correct  or  the  new  ad- 
dress. 

Second,  even  where  a  taxpayer  does  not  move  during  the  year, 
the  refund  may  be  sent  to  the  wrong  address  because  the  tax- 
payer's handwritten  address  on  the  return  is  misread  at  the  IRS 
service  center  and  transcribed  incorrectly. 

Finally,  refunds  are  sometimes  undeliverable  because  taxpayers 
fail  to  properly  record  name  changes  that  have  occurred  during  the 
year. 

When  we  are  notified  that  a  refund  check  has  been  returned,  we 
then  credit  the  taxpayer's  account  and  begin  trying  to  locate  the 
taxpayer's  correct  address.  Most  undelivered  refund  cases  are  re- 
solved at  our  service  centers  either  through  the  efforts  to  determine 
a  correct  address,  or  because  taxpayers  do  contact  us  looking  for 
their  refunds.  Our  research  efforts  back  at  the  service  centers  re- 
solve about  70  percent  of  the  undelivered  refund  cases.  The  unre- 
solved cases  are  then  sent  to  the  district  serving  the  taxpayer's  last 
known  address  where  the  media  is  enlisted  to  help  locate  tax- 
payers. 

The  Internal  Revenue  Code,  which  has  very  strict  rules  about 
disclosure  and  confidentiality,  and  for  very  good  reasons  as  we  all 
know,  does  authorize  us  to  share  with  newspapers  and  with  other 
media  the  names  and  the  cities  of  taxpayers  who  we  are  trying  to 
locate  after  the  IRS  has  made  reasonable  efforts  to  locate  those  tax- 
payers. 

Our  national  office  communications  division  and  our  district  pub- 
lic affairs  officers  conduct  a  publicity  campaign  each  fall  to  alert 
taxpayers  that  they  may  be  due  refunds.  Today  we  are  beginning 
that  national  campaign  to  locate  taxpayers  with  undelivered  re- 
funds for  the  1994  filing  season. 

As  you  mentioned,  Mr.  Chairman,  this  morning  we  announced 
we  are  looking  for  over  92,000  taxpayers  who  are  due  refunds  total- 
ing almost  $54  million. 

Also  beginning  today,  and  over  the  next  few  weeks,  our  local  of- 
fices will  be  contacting  the  media  in  their  districts  to  secure  their 
help  in  letting  taxpayers  know  how  to  claim  their  refunds.  Here  in 
South  Carolina  we  are  notifying  the  media  that  over  1  000  tax- 
payers, as  you  mentioned,  are  due  refunds  totaling  over  $500,000. 
Newspapers  and  other  media  in  South  Carolina  can  contact  the  Co- 
lumbia district  office — the  district  director  is  going  to  talk  a  little 
more  specifically  about  how  to  do  that,  and  will  be  able  to  give 
them  the  names  and  addresses  of  the  taxpayers  in  this  area. 

But  even  when  we  do  not  find  the  correct  addresses,  the  tax- 
payers do  not  lose  their  refunds — and  I  think  that  is  an  important 
message  to  get  out  also — the  credit  remains  on  their  account  until 
a  new  address  becomes  available,  frequently  when  the  next  return 
is  filed. 

In  a  better  effort  to  serve  taxpayers,  whom  we  do,  Senator  Drum- 
mond,  view  as  our  customers  as  well,  we  implemented  new  proce- 
dures similar  to  those  used  by  credit  card  companies.  Our  taxpayer 
service  representatives  are  authorized  to  release  an  undelivered  re- 


fund  to  a  taxpayer  who  calls  our  toll-free  number  when  they  can 
establish  to  our  satisfaction  through  oral  statements  their  identity, 
and  they  can  verify  some  confidential  information,  and  that  has  al- 
lowed us  to  issue  quicker  refunds  as  well. 

Mr.  Chairman,  we  thank  you  very  much  for  giving  us  an  oppor- 
tunity today  to  inform  taxpayers  of  the  steps  they  can  take  to  en- 
sure that  their  refunds  are  delivered.  Foremost  among  these  steps 
is  for  taxpayers  to  notify  us  when  they  change  their  addresses  or 
change  their  names. 

In  addition,  we  really  would  encourage  taxpayers  to  use  the  ad- 
dress labels  provided  yearly  with  their  tax  packages  unless  they 
are  not  correct.  Despite  persistent  rumors  to  the  contrary,  using 
preprinted  labels  does  not  flag  returns  for  audit,  nor  does  it  classify 
returns  in  any  way.  What  it  does  do  is  make  it  easier  for  us  to 
identify  the  return  and  to  input  the  correct  information  in  the  sys- 
tem. 

Under  our  business  vision  for  the  way  we  hope  to  do  business  in 
the  future,  we  are  moving  toward  an  electronic  environment  for  fil- 
ing returns  for  faster  and  more  accurate  processing  of  tax  informa- 
tion, and  will  substantially  reduce  the  number  of  refunds  that  are 
undeliverable.  Our  enhanced  customer  service  capabilities  will  also 
help  ensure  that  taxpayers  receive  their  refunds  that  are  due  them. 

We  are  developing  a  new  telephone  system  that  will  make  even 
more  extensive  use  of  various  interactive  systems,  and  taxpayers 
will  be  able  to  do  many  things,  including  changing  their  addresses, 
simply  by  using  the  keypad  on  their  touch-tone  phones.  Hopefully 
they  will  be  able  to  have  quick  and  easy  access  to  assure  that  the 
addresses  in  our  files  will  be  accurate. 

But  while  we  are  expanding  our  research  and  access  capabilities, 
we  will  also  be  enhancing  our  capabilities  for  safeguarding  tax- 
payer information.  The  Service,  as  you  know,  Mr.  Chairman,  is  a 
leader  in  the  area  of  privacy  protection,  and  I  believe  this  leader- 
ship is  essential,  because  I  think  the  confidence  the  taxpayers  have 
in  our  tax  administration  system  is  based  in  large  part  on  a  knowl- 
edge that  the  information  they  provide  us  will  remain  confidential, 
and  be  used  only  for  tax  administration  purposes.  And  I  have  stat- 
ed repeatedly,  as  you  know,  we  will  not  tolerate  anyone  in  our  or- 
ganization who  does  violate  a  taxpayer's  rights  of  privacy.  But  we 
understand  that  Tax  Systems  Modernization,  as  you  indicated,  is 
what  is  going  to  be  the  key  to  our  being  able  to  deliver  better  serv- 
ice and  be  able  to  really  assure  the  taxpayers'  rights  will  be  pro- 
tected. 

To  effectively  administer  the  tax  law  today  and  in  the  future,  we 
have  got  to  be  able  to  take  advantage  of  modern  technology.  In 
short,  I  have  often  said  we  need  for  tax  administration  our  own  on- 
ramp  to  the  information  superhighway. 

Our  Tax  Systems  Modernization  program,  when  it  is  fully  imple- 
mented, will  greatly  minimize  the  problems  that  we  encounter  with 
the  undelivered  refunds.  Tax  returns  are  going  to  be  processed 
more  quickly  with  fewer  errors.  In  addition,  we  will  be  able  to  keep 
track  of  the  address  information  in  our  files  much  more  accurately. 
We  will  also  be  able  to  provide  our  employees  with  enhanced  re- 
search capabilities  to  better  locate  taxpayers,  ensuring  that  they 
receive  their  refunds. 
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We  appreciate  that  throughout  the  whole  1995  appropriations 
process,  Mr.  Chairman,  you  have  provided  the  essential  support  for 
Tax  Systems  Modernization.  As  you  mentioned,  today  is  the  day 
that  the  House  will  be  voting  on  our  appropriation,  and  I  know  you 
are  aware  that  some  of  our  TSM  money  has  actually  been  cut  for 
next  year.  Unfortunately,  it  will  slow  down  many  of  our  efforts  to 
reduce  taxpayer  burdens,  and  increase  compliance,  and  I  think  that 
without  some  kind  of  a  stable,  predictable  funding  mechanism  it 
will  not  be  possible  for  us  to  have  an  effective  multiyear  program. 
So  we  really  appreciate  the  support  you  have  given  us,  not  only  for 
1995,  but  for  beyond  in  an  attempt  to  try  to  find  a  stable  way  to 
fund  our  TSM  efforts. 

As  we  look  forward  to  1996,  we  hope  that  you  will  be  able  to  give 
us  your  continued  support,  because  we  do  think  that  TSM  is  the 
key  to  a  tax  administration  that  works  better  and  costs  less  so  that 
we  can  provide  the  American  taxpayers  the  kind  of  service  they  are 
entitled  to. 

Our  efforts  to  improve  customer  service  and  increase  compliance 
take  many  forms,  and  that  is  the  other  reason  we  are  glad  to  be 
here  today,  because  we  are  working  very  closely,  as  you  know,  with 
South  Carolina  to  improve  tax  administration.  As  I  said  earlier, 
South  Carolina  has  been  a  leader  in  pioneering  joint  tax  adminis- 
tration, and  we  do  want  to  recognize  the  accomplishments  of  both 
the  department  of  revenue  here  in  South  Carolina,  as  well  as  our 
Columbia  district.  I  think  both  of  the  organizations  should  be  con- 
gratulated on  their  fine  efforts.  That  partnership,  as  you  and  Sen- 
ator Drummond  have  mentioned,  has  benefited  both  the  State  and 
the  IRS,  as  well  as  the  taxpaying  public. 

In  recognition  of  the  innovative  ideas  and  the  good  working  rela- 
tionship, I  presented  the  department  of  revenue  and  the  Columbia 
district  with  the  first  outstanding  partnership  award  for  joint  tax 
administration  in  October  a  year  ago.  South  Carolina  was  also  a 
recipient  in  1992  and  in  1993  of  the  IRS  quality  supplier  award  for 
supplying  the  IRS  with  large  numbers  of  error-free  information 
documents. 

Both  the  IRS  and  the  State  of  South  Carolina  have  committed 
a  great  deal  of  time  and  energy  to  reinventing  our  current  tax  ad- 
ministration systems  into  a  system  which  will  improve  compliance 
with  all  tax  laws  through  taxpayer  outreach,  streamlined  return 
filings,  information  sharing,  and  compliance  efforts. 

The  Columbia  district  and  the  South  Carolina  Department  of 
Revenue  pioneered  efforts  in  electronic  filing  by  working  together 
on  the  first  joint  electronic  filing  initiative  in  the  Nation.  That  ini- 
tiative allows  taxpayers  to  file  their  Federal  and  State  tax  returns 
simultaneously,  and  the  taxpayers  and  practitioners  of  South  Caro- 
lina are  opting  for  this  streamlined  processing  in  record  numbers. 
During  the  past  filing  season,  77  percent  of  the  South  Carolina  tax- 
payers who  filed  their  Federal  returns  electronically  also  filed  their 
State  returns  that  way. 

As  Vice  President  Gore's  National  Performance  Review  noted,  we 
are  trying  to  create  a  government  that  works  better  and  costs  less, 
and  one  of  our  specific  goals  is  to  foster  joint  tax  administration, 
because  we  believe  that  it  is,  as  Senator  Drummond  said,  a  bargain 
for  the  taxpayers  of  not  just  South  Carolina,  but  for  America. 


I  think  that  our  relationship  with  South  Carolina  is  a  model  of 
joint  administration,  and  through  that  model  we  will  be  able  to 
carry  it  into  other  States. 

Through  our  cooperative  efforts  with  both  South  Carolina  and 
the  IRS  we  have  made  great  strides  toward  transforming  tax  ad- 
ministration at  both  the  Federal  and  State  levels.  I  know  that  the 
joint  efforts  are  going  to  continue,  and  we  look  forward  to  working 
with  the  State. 

I  want  to  thank  you  and  Senator  Drummond  and  other  members 
of  your  subcommittee  for  allowing  us  to  have  the  opportunity  to 
talk  about  these  programs. 

I  think  the  district  director  would  like  to  make  a  statement,  and 
then  we  would  be  happy  to  answer  any  questions  you  have. 

Mr.  Spratt.  Thank  you  very  much,  Madam  Commissioner. 

Mr.  Breihan,  we  also  have  your  testimony,  we  will  make  it  part 
of  the  record  so  that  you  can  summarize  it  if  you  wish.  The  floor 
is  yours,  and  thank  you  very  much  for  participating  today. 

[The  prepared  statement  of  Ms.  Richardson  follows:] 
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STATEMENT  OF 

MARGARET  MILNER  RICHARDSON 

COMMISSIONER  OF  INTERNAL  REVENUE 

BEFORE  THE 

SUBCOMMITTEE  ON  COMMERCE,  CONSUMER  AND 

MONETARY  AFFAIRS 

HOUSE  COMMITTEE  ON  GOVERNMENT  OPERATIONS 

SEPTEMBER  26,  1994 


Mr.  Chairman  and  Distinguished  Members  Of  the  Subcommittee: 

Mr.  Chairman,  I  appreciate  the  opportunity  to  be  here  in  Columbia,  South 
Carolina,  to  discuss  the  Internal  Revenue  Service's  efforts  to  ensure  that  all  taxpayers 
receive  the  refunds  that  are  due  to  them  and  to  discuss  the  Service's  FedState  program, 
a  cooperative  effort  with  state  taxing  authorities  to  improve  overall  tax  administration 
through  increased  efficiencies  and  reduced  costs.   As  I  have  testified  before  this 
Subcommittee  previously,  our  plans  for  reinventing  the  IRS  are  already  resulting  in  and 
will  continue  to  result  in  substantial  benefits  to  taxpayers.    Your  hearing  today  is  an 
excellent  opportunity  for  us  to  discuss  and  provide  examples  of  how  our  new  ways  of 
doing  business  are  positively  impacting  and  will  continue  to  positively  impact  the  public. 

With  me  today  is  Don  Breihan,  who  is  our  District  Director  here  in  Columbia  and 
our  FedState  Executive  for  the  Southeast  Region.    Mr.  Breihan  will  have  a  brief 
statement  as  well. 


11 


INTRODUCTION 

Each  year,  typically  about  two  thirds  of  all  taxpayers  filing  individual  income  tax 
returns  (Forms  1040)  overpay  their  income  taxes  and  are  entitled  to  refunds.    During  the 
1994  filing  season  we  received  over  1 13  million  individual  tax  returns  and  certified  over 
75  million  refunds  totalling  more  than  $79  billion.   The  average  refund  for  the  1994 
filing  season  was  just  over  one  thousand  dollars.    Usually,  taxpayers  receive  their  refunds 
within  2  to  6  weeks  after  filing  their  returns.    Although  a  majority  of  refunds  are 
received  by  taxpayers  without  delay,  just  under  300,000  of  those  refunds,  fewer  than  one- 
half  of  one  percent,  are  returned  by  the  Post  Office  as  undeliverable. 

Before  explaining  why  these  refunds  are  undeliverable  and  describing  the  Service's 
efforts  to  deliver  these  refunds,  I  want  to  describe  the  processing  of  a  typical,  individual 
income  tax  return  that  is  filed  on  paper.   The  basic  process  for  electronically  filed 
returns  is  similar,  but  faster  and  far  less  prone  to  errors.    Also,  electronic  filers  can  have 
their  refunds  deposited  directly  into  their  bank  accounts,  eliminating  the  possibility  of 
undelivered  refunds  and  speeding  up  the  receipt  of  refunds  by  about  a  week. 

Under  the  system  in  place  today,  an  individual  paper  income  tax  return  is  filed  at 
one  of  our  ten  service  centers  located  across  the  country.   Once  we  process  the  return, 
checking  the  entries  on  the  return  and  entering  the  information  from  the  return  into  our 
computer  systems,  the  return  information  is  transmitted  to  the  IRS  national  computing 
center  in  Martinsburg,  West  Virginia.    If  a  refund  is  due  to  a  taxpayer,  the  Martinsburg 
Computing  Center  sends  a  request,  via  tape,  to  the  Financial  Management  Service 
(FMS),  another  division  of  the  Treasury  Department,  for  a  refund  check  to  be  issued. 
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FMS  operates  six  Regional  Financial  Centers,  where  refund  checks  are  printed  and 
mailed  to  taxpayers  at  the  addresses  provided  on  the  tax  returns.    We  are  testing  a 
program  that  would  allow  a  taxpayers  filing  paper  returns  to  request  direct  deposits  of 
their  refunds  into  their  bank  accounts,  reducing  the  chance  that  refunds  will  be 
undelivered. 

MOST  COMMON  REASONS  WHY  REFUNDS  ARE  SOMETIMES  UNDELIVERABLE 

There  are  three  common  reasons  why  a  refund  mailed  by  FMS  may  not  be 
delivered.    First,  if  a  taxpayer  moves  and  fails  to  inform  either  the  IRS  or  the  Postal 
Service  of  the  new  address,  the  taxpayer's  refund  will  not  be  mailed  to  the  correct  (new) 
address.   To  avoid  this  problem,  information  is  included  in  all  tax  return  packages 
instructing  a  taxpayer  about  how  to  notify  the  IRS  of  a  change  of  address. 

Second,  even  though  a  taxpayer  has  not  moved  during  the  year,  a  refund  may  be 
mailed  to  the  wrong  address  because  the  taxpayer's  handwritten  address  is  misread  at  the 
IRS  service  center  and  transcribed  incorrectly.    While  computer  software  can  alert  us  to 
possible  incorrect  addresses,  errors  can  slip  into  the  system.    Taxpayers  can  help  us  avoid 
this  problem  by  using  the  pre-printed  labels  affixed  to  their  tax  forms  packages.   These 
labels  are  scanned  into  the  system  by  machine,  greatly  reducing  the  possibility  of 
transcription  error. 

Finally,  refunds  are  undeliverable  because  taxpayers  fail  to  properly  record  name 
changes  that  have  occurred  during  the  year.    If  a  taxpayer  neglects  to  make  the 
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appropriate  name  change,  the  refund  check  will  not  match  the  name  on  the  mailbox,  and 
the  Postal  Service  may  not  deliver  the  check. 

ADDRESSING  THE  UNDELIVERED  REFUND  ISSUE 

Refund  checks  that  are  not  delivered  by  the  Postal  Service  are  returned  to  the 
FMS  Regional  Financial  Center  that  mailed  the  check.    Upon  notification  by  FMS  that 
the  refund  check  has  been  returned,  the  IRS  credits  the  taxpayer's  account  and  begins 
trying  to  locate  the  taxpayer's  correct  address.    Most  undelivered  refund  cases  are 
resolved  in  the  service  centers  either  through  efforts  to  determine  a  correct  address  or 
because  taxpayers  contact  the  IRS  looking  for  their  refunds. 

If  a  taxpayer  contacts  the  IRS  with  a  correct  address,  a  new  refund  check  is  issued 
immediately.    If  the  IRS  has  not  been  notified  of  a  new  address,  a  notice  of  an 
undeliverable  refund  is  sent  to  the  address  where  the  check  was  first  mailed.   This  may 
help  locate  a  correct  taxpayer  address  because  it  has  been  our  experience  that  some 
Postal  Service  carriers  will  not  forward  a  refund  check  to  a  new  address,  even  when  a 
forwarding  order  is  on  file,  but  they  will  forward  a  letter  or  notice.    In  addition  to 
sending  a  notice  regarding  an  undeliverable  refund  to  the  address  indicated  on  the 
return,  notices  are  sent  to  addresses  that  appear  on  attachments  to  the  return,  such  as 
Forms  W-2,  if  these  addresses  are  different  from  the  addresses  shown  on  the  tax  return. 

Service  center  research  efforts  resolve  about  seventy  percent  of  undelivered 
refund  cases.   The  unresolved  cases  are  sent  to  the  IRS  district  serving  the  taxpayer's  last 
known  address,  where  the  media  is  enlisted  to  help  locate  taxpayers.   The  Internal 
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Revenue  Code  authorizes  the  IRS  to  share  with  newspapers  and  other  media  the  names 
and  cities  of  taxpayers  the  IRS  is  trying  to  locate  after  the  IRS  has  made  reasonable 
efforts  to  locate  these  taxpayers. 

The  National  Office  Communications  Division  and  district  public  affairs  officers 
conduct  a  publicity  campaign  each  fall  to  alert  taxpayers  that  they  may  be  due  refunds. 
The  publicity  campaign  begins  with  a  National  Office  news  release  to  the  national  media. 
Today,  we  are  beginning  the  national  campaign  to  locate  taxpayers  with  undelivered 
refunds  from  the  1994  filing  season.     This  morning  we  announced  that  we  are  looking 
for  over  92,000  taxpayers  who  are  dtie  refunds  totaling  almost  $54  million.    In 
conjunction  with  the  annual  national  news  release,  local  district  offices  follow  with  news 
releases  to  local  media  outlets.    Each  district  office  is  provided  a  list  of  the  taxpayers 
with  undelivered  refunds  whose  last  known  addresses  are  within  that  district.   The  district 
public  affairs  officers  make  these  lists  available  to  local  newspapers  and  encourage  them 
to  publish  the  list.    Also  beginning  today  and  over  the  next  few  weeks,  local  IRS  offices 
will  also  be  contacting  the  media  in  their  districts  to  secure  their  help  in  letting  taxpayers 
know  how  to  claim  their  refunds. 

Here  in  South  Carolina,  we  have  notified  the  media  that  over  1,000  taxpayers  are 
due  refunds  totaling  more  than  $500,000.    Newspapers  and  other  media  in  South 
Carolina  can  contact  the  Columbia  District  Office  to  receive  a  list  of  taxpayers  in  their 
circulation  area. 

The  IRS  annual  partnership  with  the  media  to  reach  taxpayers  with  undelivered 
refunds  works  well.    Many  local  newspapers  across  the  country  publish  the  lists,  and  news 
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coverage  is  generally  widespread.    We  have  provided  to  the  Subcommittee  staff  examples 
of  national  and  local  IRS  news  releases  and  the  resulting  newspaper  articles  that 
appeared  throughout  the  country  last  fall.     The  publicity  campaign  emphasizes  the  need 
for  taxpayers  to  notify  the  IRS  when  they  move  and  to  provide  legible  addresses  on  their 
returns. 

The  Columbia  District,  Mr.  Chairman,  with  the  help  of  the  University  of  South 
Carolina,  devised  some  eye-catching  "infographics"  (information  graphics)  that  were  used 
by  several  newspapers  throughout  the  state  and  the  IRS's  Southeast  Region  in  last  year's 
campaign.    In  addition  to  newspaper  articles,  our  public  affairs  officers  conduct 
interviews  with  radio  and  television  stations  to  inform  as  many  people  as  possible  that 
the  IRS  is  looking  for  people  who  have  not  claimed  their  refunds.   These  efforts  typically 
help  us  find  another  ten  percent  of  taxpayers  due  refunds. 

Even  when  we  do  not  find  the  correct  addresses,  taxpayers  do  not  lose  their 
refunds.   The  credit  remains  on  a  taxpayer's  account  until  a  new  address  become 
available,  frequently  when  the  taxpayer  files  the  next  year's  returns.    When  that  return  is 
processed,  the  new  address  posts  to  the  account  and  the  prior  year's  refund  is  sent  to  the 
new  address.   The  IRS  can  automatically  re-issue  an  undelivered  refund  for  six  years 
after  the  original  refund  was  returned.   After  six  years,  an  undelivered  refund  is  reissued 
after  a  taxpayer  notifies  the  IRS  that  a  refund  was  not  received. 

In  a  1981  report,  the  General  Accounting  Office  recommended  that  the  IRS 
match  undeliverable  refund  case  addresses  against  the  benefits  file  maintained  by  the 
Social  Security  Administration  (SSA).   The  IRS  implemented  this  recommendation  but 
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found  that  only  about  one  percent  of  the  individuals  who  had  undelivered  refunds 
appeared  on  the  SSA  benefits  file  with  a  correct  address.    Because  this  match  resulted  in 
so  few  new  addresses,  we  have  not  made  this  match  a  part  of  our  routine  processing  to 
locate  taxpayers. 

The  IRS  implemented  new  procedures  in  FY  1992  similar  to  those  used  by  credit 
card  companies.   Taxpayer  Service  Representatives  are  authorized  to  release  an 
undelivered  refund  to  a  taxpayer  who  calls  the  IRS's  toll-free  number  when  the  taxpayer 
can  establish  his  or  her  identity  through  oral  statements  that  verify  confidential 
information  from  the  return  such  asthe  amount  of  the  refund.    These  new  procedures 
allow  for  quicker  reissuance  of  refund  checks  compared  to  prior  procedures  that  required 
a  written  statement  confirming  the  taxpayer's  new  address. 

Our  commitment  to  improving  customer  service  has  led  us  to  seek  other  ways  to 
reduce  the  number  of  undelivered  refunds,  and  we  are  currently  testing  other  methods 
for  securing  taxpayer  addresses.    One  recent  test,  using  a  locator  service,  resulted  in 
address  corrections  to  2?c/c  of  all  undeliverable  mail.    The  Taxpayer  Ombudsman  has 
recently  completed  a  study  of  our  ability  to  obtain,  record  and  use  a  taxpayer's  last 
known  address.   The  study  made  recommendations  that  will  be  implemented  by  the 
Service  to  improve  the  processing  of  address  data,  reduce  undelivered  mail  and  allow 
timely  updates  of  address  changes,  reducing  all  types  of  undelivered  mail  due  to 
incorrect  addresses,  including  taxpayer  refunds. 
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WHAT  TAXPAYERS  CAN  DO 

Mr.  Chairman,  this  hearing  gives  us  the  opportunity  to  inform  taxpayers  of  the 
steps  they  can  take  to  ensure  their  refunds  are  delivered.    Foremost  among  these  steps  is 
for  taxpayers  to  notify  the  IRS  when  they  change  their  addresses  or  their  names. 
Taxpayers  can  obtain  IRS  Form  8822  for  this  purpose  by  contacting  the  toll-free 
telephone  number  ( 1-800-829- 1040)  or  from  any  IRS  office.    Mailing  the  Form  8822  to 
the  IRS  will  ensure  that  the  IRS'  records  are  current. 

Taxpayers  who  do  not  receive  their  refunds  may  determine  the  status  of  their 
refunds  by  calling  the  IRS'  Tele-Tax  number.    This  number  is  either  a  local  or  toll-free 
number  and  is  contained  in  the  instruction  package  for  the  individual  income  tax  return 
and  in  the  telephone  book.   Tele-Tax  allows  taxpayers  to  inquire  about  the  status  of  their 
refunds  by  entering  identifying  information  from  their  touch-tone  telephones.    If  the 
refund  has  been  returned  as  undeliverable,  the  taxpayer  is  instructed  to  call  the  toll-free 
taxpayer  assistance  number  and  a  Taxpayer  Service  Representative  will  request 
identifying  information  from  the  taxpayer.    As  explained  earlier,  if  the  taxpayer  provides 
adequate  identifying  information,  the  Taxpayer  Service  Representative  will  have  a  refund 
check  issued  immediately. 

Unlike  many  automated  telephone  systems  in  use  today,  taxpayers  calling  Tele- 
Tax  cannot  be  connected  through  to  a  live  customer  service  representative.  When  our 
Tax  Systems  Modernization  program  is  implemented,  a  program  which  I  will  discuss  in 
more  detail  later  in  my  testimony,  taxpayers  who  call  Tele-Tax  can  be  automatically 
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transferred  to  a  customer  service  representative  rather  than  having  to  make  a  separate 
call. 

To  reduce  the  possibility  of  undeliverable  refunds,  taxpayers  should  use  the 
address  labels  provided  yearly  with  their  tax  packages,  unless  these  address  labels  are  not 
correct.    Despite  persistent  rumors  to  the  contrary,  using  the  pre-printed  labels  does  not 
flag  returns  for  audit  or  classify  returns  in  any  way.    Using  the  pre-printed  labels  does 
make  it  easier  for  the  IRS  to  identify  the  return  and  to  input  the  correct  return 
information  into  the  system. 

FUTURE  IMPROVEMENTS 

Throughout  the  country,  both  private  and  public  sector  organizations  are 
searching  for  ways  to  improve  the  productivity  and  quality  of  their  work,  while  at  the 
same  time  enhancing  service  to  their  customers.   Our  customers,  the  American  taxpayers, 
expect  a  higher  level  of  service  in  almost  everything  we  do.   They  have  a  right  to  expect 
a  tax  system  that  is  both  effective  and  responsive.   To  be  both  effective  and  responsive 
the  IRS  is  committed  to  make  every  effort  to  deliver  refunds  due  to  taxpayers. 

Under  our  Business  Vision,  we  are  moving  towards  an  electronic  environment  for 
filing  returns  where  faster  and  more  accurate  processing  of  tax  information  will 
substantially  reduce  the  number  of  refunds  that  are  undeliverable.   Our  enhanced 
Customer  Service  capabilities  will  also  help  ensure  that  taxpayers  receive  the  refunds 
that  are  due  them. 
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•  Faster  and  More  Accurate  Processing  of  Tax  Returns 

Our  tax  system  of  the  future  is  based  on  an  electronic  environment  for  filing 
returns  which  will  substantially  reduce  the  number  of  refunds  that  are  undeliverable. 
Electronically  filed  returns  are  processed  faster  and  are  less  prone  to  errors  that  can 
delay  the  processing  of  the  return.    During  the  last  filing  season,  fewer  than  one  percent 
of  electronic  returns  had  errors,  compared  with  seventeen  percent  of  paper  returns. 
Taxpayers  who  select  the  direct  deposit  option,  which  sends  their  refunds  directly  to  their 
financial  institutions,  have  an  even  smaller  possibility  that  their  refunds  will  not  be 
delivered.    As  1  mentioned  earlier,  we  are  exploring  a  method  to  make  direct  deposit 
available  to  paper  filers. 

We  also  anticipate  a  reduction  in  the  number  of  undelivered  refunds  for  paper 
tax  returns  in  the  future.    First,  because  of  the  increased  volume  of  electronically  filed 
returns,  we  will  be  able  to  process  the  remaining  paper  returns  faster,  issuing  refunds 
sooner.    In  addition,  under  our  new  Document  Processing  System  (DPS),  we  will 
optically  scan  the  information  on  paper  documents  rather  than  transcribing  it  as  we  do 
today,  resulting  in  faster  and  more  accurate  processing  of  tax  information.   All  of  these 
improvements  will  allow  us  to  issue  refunds  sooner,  reducing  the  chances  that  a  taxpayer 
will  have  had  time  to  change  the  address  since  filing  the  return.    DPS  is  currently  being 
developed  at  the  Austin  Service  Center  and  is  scheduled  to  be  piloted  in  1996. 
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•  Enhanced  Customer  Service 

The  Customer  Service  concept  of  operations  in  our  Business  Vision  will  also 
provide  enhanced  capabilities  to  reduce  the  number  of  undelivered  refunds. 

Earlier,  I. explained  our  current  Tele-Tax  system  that  allows  taxpayers  to  check  on 
the  status  of  their  refunds.    We  are  developing  a  new  telephone  system  that  will  make  an 
even  more  extensive  use  of  various  interactive  systems  and  Voice  Response  Unit  (VRU) 
capabilities.    Taxpayers  will  be  able  to  perform  many  transactions  with  the  IRS,  including 
changing  their  addresses,  simply  by  using  the  keypad  on  their  touch-tone  telephones. 
Our  new  telephone  system  will  provide  an  easy  and  quick  way  for  taxpayers  to  ensure 
that  the  addresses  in  our  files  are  correct. 

When  our  Business  Vision  becomes  a  reality,  access  to  telephone  assistance  will 
improve  dramatically  and  taxpayers  will  find  it  easier  to  contact  us  to  resolve  undelivered 
refunds.    In  the  future,  Customer  Service  Representatives  will  be  available  16  hours  a 
day  during  the  week  and  8  hours  a  day  on  weekends.    We  are  also  planning  to  provide 
our  Customer  Service  Representatives  with  on-line  access  to  various  commercial 
reference  services. 

While  we  are  expanding  our  research  and  access  capabilities,  we  will  also  be 
enhancing  our  capabilities  for  safeguarding  taxpayer  information.   The  Service  is  a  leader 
in  the  area  of  privacy  protection.   This  leadership  is  essential  because  the  confidence 
taxpayers  have  in  the  tax  administration  system  is  based  in  large  part  on  their  knowledge 
that  the  information  provided  to  us  will  remain  confidential.    (I  have  stated  repeatedly 
that  the  Service  will  not  tolerate  any  infringement  of  taxpayers'  rights  of  privacy.) 
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To  realize  our  Business  Vision  we  must  make  all  of  our  Tax  Systems 
Modernization  (TSM)  programs  a  reality.    To  effectively  administer  the  tax  law,  today 
and  in  the  future,  the  IRS  must  take  advantage  of  modern  technology  --  in  short,  we 
need  to  construct  our  own  "on-ramp"  to  the  "information  superhighway." 

The  Tax  Systems  Modernization  program,  when  fully  implemented,  will  greatly 
minimize  the  problems  causing  undeliverable  refunds.   Tax  returns  will  be  processed 
faster  with  fewer  errors.    In  addition,  planned  interactive  telephone  systems  will  provide 
an  easy  way  for  taxpayers  to  check  their  address  information  in  our  files.    TSM  will  also 
provide  our  employees  with  enhanced  research  capabilities  to  better  locate  taxpayers, 
ensuring  that  they  receive  their  refunds. 

Mr.  Chairman,  through  the  entire  FY  95  appropriations  process,  you  have 
provided  essential  support  for  the  much-needed  funds  for  Tax  Systems  Modernization 
programs.    Unfortunately,  Mr.  Chairman,  as  you  are  aware,  funding  for  our  TSM  effort 
has  suffered  in  our  FY  1995  appropriation.    This  setback,  unfortunately,  will  significantly 
slow  down  many  of  our  efforts  to  reduce  taxpayer  burden  and  increase  taxpayer 
compliance.    Without  a  stable,  predictable  funding  mechanism,  it  will  not  be  possible  to 
effectively  plan  the  multi-year  additions  to  the  integrated  systems  that  comprise  TSM. 

As  we  look  forward  to  FY%,  1  ask  your  continued  support  in  partnership  with  the 
IRS,  the  Department  of  the  Treasury,  and  the  Office  of  Management  and  Budget,  along 
with  the  oversight  committees  in  both  Houses  of  Congress  to  craft  a  strategy  that  will 
ensure  the  full  and  timely  implementation  of  TSM.    We  at  the  IRS  believe  that  TSM  is 
the  key  to  a  tax  administration  system  that  works  better  and  costs  less  and  our 
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partnership  in  the  coming  months  and  years  will  ensure  that  we  can  provide  this  tax 
administration  system  to  the  American  taxpayers. 

COOPERATIVE  EFFORTS  WITH  STATE  TAX  ADMINISTRATORS 

Mr.  Chairman,  our  efforts  to  improve  customer  service  and  increase  taxpayer 
compliance  take  many  forms.    I  am  particularly  pleased  to  be  here  in  Columbia  to 
discuss  the  many  ways  that  the  IRS  and  the  states  are  working  together  to  improve  tax 
administration.    South  Carolina  has  been  a  leader  in  pioneering  joint  tax  administration, 
and  I  would  like  to  recognize  the  accomplishments  of  both  the  South  Carolina 
Department  of  Revenue  and  the  Columbia  District  of  the  IRS,  and  congratulate  both  of 
these  organizations  on  their  fine  efforts. 

This  partnership  has  benefitted  both  the  state  and  the  IRS,  as  well  as  the 
taxpaying  public.    In  recognition  of  their  innovative  ideas  and  working  relationship,  I 
presented  the  Department  of  Revenue  and  the  Columbia  District  with  the  first 
"Outstanding  Partnership  Award  for  Joint  Tax  Administration"  in  October  1993.   South 
Carolina  was  also  a  recipient  in  1992  and  1993  of  the  IRS  Quality  Supplier  Award  for 
supplying  the  IRS  with  large  numbers  of  error-free  information  documents. 

Both  the  IRS  and  the  state  of  South  Carolina  have  committed  a  great  deal  of 
time  and  energy  to  reinventing  our  current  tax  administration  systems  into  a  system 
which  will  improve  compliance  with  all  tax  laws  through  taxpayer  outreach,  streamlined 
return  filings,  information  sharing,  and  compliance  efforts.    For  example,  comprehensive 
educational  services  are  provided  to  taxpayers  through  a  variety  of  joint  outreach 
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activities,  such  as  our  Tax  Counseling  for  the  Elderly  Program,  the  Volunteer  Income 
Tax  Assistance  Program,  our  Small  Business  Workshops,  and  Practitioners'  Institutes. 

The  Columbia  District  of  the  IRS  and  the  South  Carolina  Department  of 
Revenue  pioneered  efforts  in  electronic  filing  by  working  together  on  the  first  joint 
electronic  filing  initiative  in  the  nation.   This  initiative  allows  taxpayers  to  file  their 
federal  and  state  tax  returns  simultaneously,  and  the  taxpayers  and  practitioners  of  South 
Carolina  are  opting  for  this  streamlined  processing.    During  the  1994  filing  season,  77% 
of  South  Carolina  taxpayers  who  electronically  filed  federal  returns  also  electronically 
filed  their  state  returns. 

Our  society  is  moving  rapidly  to  an  electronic  environment  and  tax  administrators 
must  use  technology  to  respond  to  customers'  needs  more  effectively.    For  example,  we 
use  secure,  on-line  access  to  the  South  Carolina  Department  of  Motor  Vehicle's  database 
to  locate  the  correct  names  and  addresses  of  taxpayers.    We  are  exploring  access  to  the 
State's  employment  security  database,  which  would  provide  another  source  for  locating 
taxpayers.   The  federal  government,  as  a  result  of  Vice  President  Gore's  National 
Performance  Review,  is  creating  government  that  works  better  and  costs  less.   One 
specific  goal  at  the  IRS  is  to  foster  joint  tax  administration  at  the  least  cost  to  both 
federal  and  state  governments,  while  continually  ensuring  taxpayers'  rights  to  privacy. 

Both  South  Carolina  and  the  IRS  believe  that  effective  customer  service,  coupled 
with  a  strong  enforcement  presence,  will  help  raise  compliance  levels  with  all  tax  laws. 
Through  the  continuing  exchange  of  audit  information  during  the  past  year,  the  South 
Carolina  Department  of  Revenue  has  assessed  approximately  $9.5  million  from  IRS 
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audit  reports  and  $4.8  million  from  the  results  of  our  document  matching  programs.    The 
IRS  benefits  from  this  exchange  as  well.   The  Columbia  District  has  assessed 
approximately  $7()(),()()()  in  back  taxes  based  on  reports  issued  by  the  South  Carolina 
Department  of  Revenue.    Over  $3.1  million  in  delinquent  federal  tax  liabilities  have 
been  satisfied  by  blanket  levies  against  South  Carolina  state  tax  refunds  under  the  refund 
offset  program.   These  information  exchanges  provide  a  significant  revenue  stream  for 
both  the  state  and  the  federal  government.    Presently,  a  number  of  joint  compliance 
efforts  are  underway  in  the  state.    For  example: 

•  applicants  for  state  liquor  licenses  must  demonstrate  compliance  with  both 
state  and  federal  filing  and  payment  requirements  prior  to  issuance  or  renewal  of 
licenses, 

•  a  joint  project  seeks  to  identify  nonfilers  and  underreporters  in  the  rapidly 
growing  video  poker  industry    within  the  state. 

•  joint  compliance  checks  are  made  of  businesses  who  are  required  to  file  Forms 
8300  to  report  cash  transactions  of  $10,000  or  more,  and 

•  applicants  for  renewal  of  trucking  licenses  are  able  to  pay  their  federal  highway 
use  taxes  while  applying  for  a  state  trucking  license. 

The  IRS's  relationship  with  South  Carolina  is  a  model  of  joint  tax  administration. 
Through  our  cooperative  efforts,  both  South  Carolina  and  the  IRS  have  made  strides 
toward  our  goal  of  transforming  tax  administration  at  both  the  federal  and  state  levels  to 
a  system  that  works  better  and  costs  less.    I  know  that  these  joint  efforts  will  continue  to 
help  us  provide  more  efficient  tax  administration  to  the  citizens  of  South  Carolina. 
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CONCLUSION 

The  IRS  continues  to  explore  new  ways  to  ensure  that  every  taxpayer  entitled  to  a 
refund  receives  that  refund  timely.    With  full  implementation  of  our  Business  Vision  and 
the  funds  needed  for  our  modernization  program,  our  ability  to  maintain  up-to-date 
taxpayer  account  information  and  to  resolve  undelivered  refund  cases  will  greatly 
increase.   To  ensure  these  results.  I  want  to  continue  to  enlist  your  support  to  help  the 
IRS  obtain  the  funds  needed  to  fully  implement  the  modernization  efforts  already 
underway.    The  IRS  will  also  continue  its  cooperative  efforts  with  South  Carolina  and 
other  states  to  transform  both  federal  and  state  tax  administrations  into  government  that 
works  better  and  costs  less. 

Mr.  Chairman,  I  want  to  thank  you  and  the  other  Subcommittee  Members  for  this 
opportunity  to  discuss  the  Service's  efforts  to  deliver  refunds  and  to  report  on  the 
progress  made  in  the  IRS's  FedState  initiatives. 

My  colleagues  and  I  will  be  happy  to  answer  any  questions  you  or  the  other 
Members  mav  have. 
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STATEMENT  OF  DONALD  L.  BREIHAN,  DD1ECTOR,  INTERNAL 
REVENUE  SERVICE,  COLUMBIA,  SC 

Mr.  BREIHAN.  Thank  you,  Mr.  Chairman,  and  Senator  Drum- 
mond.  I  welcome  the  opportunity  to  share  with  you  today  some  of 
the  many  giant  accomplishments  made  through  the  IRS-South 
Carolina  Department  of  Revenue  partnership,  as  well  as  our  local 
efforts  in  getting  undelivered  refunds  to  South  Carolina  taxpayers. 

I  would  like  to  place  the  partnership  in  a  little  perspective  and 
outline  a  bit  of  the  history  in  how  the  partnership  evolved  in  our 
growing  relationship  with  the  State  of  South  Carolina. 

Our  agencies  have  long  enjoyed  a  good  relationship  in  tax  admin- 
istration, but  the  tax  filing  season  of  1987  marked  an  historic  mile- 
stone as  the  beginning  of  even  closer  relationships.  With  the  pas- 
sage of  the  Tax  Reform  Act  of  1986  that  I  am  sure  you  are  very 
familiar  with,  we  saw  the  need  for  a  massive  information  and  edu- 
cation campaign  aimed  at  informing  the  taxpaying  public  of  the 
changes  brought  about  by  the  most  extensive  overhaul  of  the  tax 
laws  in  recent  history.  It  was  in  that  filing  season  that  we  unfurled 
our  "Tax  Talk  1987"  banner  which  truly  began  a  formal  cooperative 
relationship  among  State  and  Federal  tax  administrators,  and  the 
South  Carolina  Association  of  Certified  Public  Accountants. 

At  first,  the  meaning  inherent  in  the  tax  talk  partnership  was 
one  of  talking  taxes  with  the  public  and  the  media.  We  began  our 
partnership  by  holding  joint  news  conferences,  issuing  joint  press 
releases,  joint  speeches,  editorial  boards,  and  other  outreach  pro- 
grams. 

While  this  was  an  all-out  effort  to  bring  about  greater  under- 
standing by  the  public  of  the  new  legislation,  it  soon  became  evi- 
dent to  all  members  of  the  partnership  that  the  agencies  were  also 
talking  more  with  each  other  about  tax  administration  and  other 
ways  of  making  tax  administration  better.  It  became  apparent  even 
in  those  early  days  that  the  tax  talk  partnership  was  one  that 
would  pay  large  dividends  in  terms  of  excellence  in  tax  administra- 
tion at  both  the  State  and  Federal  levels. 

As  the  Commissioner  stated,  tax  talk  has  earned  the  Commis- 
sioner's award  for  public  service,  it  has  earned  the  award  from  the 
Federation  of  Tax  Administrators'  community  service  award  for  the 
State  of  South  Carolina,  and  it  received  the  American  Institute  of 
Certified  Public  Accountants'  public  affairs  award  from  the  CPA  as- 
sociation. 

As  the  Commissioner  mentioned,  we  were  very  proud  last  year 
when  Crawford  and  I  traveled  to  Washington  and  the  commis- 
sioner presented  the  Columbia  district  and  the  South  Carolina  De- 
partment of  Revenue  with  the  first  outstanding  partnership  award 
for  joint  tax  administration. 

As  the  Commissioner  pointed  out  during  that  presentation,  our 
partnership  touches  every  aspect  of  tax  administration — compli- 
ance, reducing  burden  on  the  taxpayers,  managing  our  resources, 
and  quality  improvement. 

In  the  area  of  reducing  taxpayer  burden,  South  Carolina  is  a 
leader  in  the  concept  of  one-stop  service.  By  that  I  mean  during  the 
filing  period  here  in  South  Carolina  in  the  two  major  offices  here 
in  Columbia  we  exchanged  personnel  with  the  South  Carolina  Tax 
Commission.  We  had  IRS  employees  working  at  the  State  tax  com- 
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mission,  and  they  had  employees  working  at  our  office  on  Assembly 
Street. 

We  also  exchange  tax  forms  in  all  of  our  offices  around  the  State. 
This  is  truly  beneficial  for  taxpayers  in  that  they  only  have  to  go 
to  one  of  our  offices  to  receive  information  and  assistance  in  proc- 
essing and  filing  their  tax  returns.  In  the  past,  it  was  necessary  to 
go  to  the  IRS  office  to  pick  up  forms  and  ask  questions;  when  that 
was  finished,  then  you  would  have  to  go  to  the  department  of  reve- 
nue offices  around  the  State  and  do  the  same  thing.  So  this 
marrying  of  employees  and  forms  makes  it  much  easier  for  tax- 
payers and  reduces  that  burden. 

Another  innovative  program  to  assist  taxpayers  is  our  Form 
2290,  highway  use  tax  initiative.  During  the  busy  2-week  period 
when  truckers  are  renewing  their  licenses,  we  had  IRS  personnel 
present  at  the  main  South  Carolina  Department  of  Highways  and 
Public  Transportation  office  here  in  Columbia.  Truckers  received 
one-stop  service  by  being  able  to  pay  their  Federal — use  tax,  secur- 
ing the  Federal  certification,  and  then  obtaining  their  State  truck- 
ing license.  So  that  is  another  taxpayer  burden  reduction. 

South  Carolina  was  the  first  State,  as  the  Commissioner  men- 
tioned, in  the  Nation  to  provide  joint  electronic  filing.  I  think 
Crawford  and  his  folks  and  ours  are  really  extremely  pleased  with 
the  fact  that  we  were  selected  as  the  No.  1  State  to  do  that. 

In  the  4-year  period,  as  the  Commissioner  mentioned,  we  spread 
that  to  30  other  States,  and  the  IRS  is  moving  forward  in  making 
electronic  tax  filing  the  method  of  choice  for  the  total  Nation. 

Last  year  we  had  over  379,000  returns  filed  electronically  for 
Federal  returns,  and,  as  the  Commissioner  mentioned,  77  percent 
of  all  those  returns  then  were  filed  electronically  for  the  State  tax 
returns. 

I  would  just  like  to  show  you  a  little  bit  of  an  example  of  what 
TSM  can  be  all  about  from  a  practical  standpoint — and  it  brings  it 
home  a  little  better  than  some  of  the  discussions  that  we  usually 
have — this  is  a  prototype  laser  disk  process  that  all  electronic  re- 
turns at  our  service  centers  would  be  placed  on,  and  on  this  one 
laser  disk  we  can  hold  over  10  million  tax  returns,  and  you  can  see 
what  that  will  do  for  us  in  storage  capacities.  If  we  had  the  paper 
documents,  it  would  be  necessary  probably  to  have  four  or  five 
rooms  the  size  of  this  room  to  have  all  the  paper  documents  stored. 
And  the  retrieval  is  instantaneously  from  the  laser  disk  in  this 
type  versus  the  paper  retrieval,  et  cetera.  So  that  is  kind  of  a  prac- 
tical demonstration  of  what  TSM  can  be  all  about. 

Another  program  that  we  are  proud  of  is  our  volunteer  income 
tax  assistance  program  that  we  call  VITA.  That  reaches  many  citi- 
zens in  the  State  who  need  help  in  preparing  their  Federal  and 
State  tax  forms.  We  work  with  the  State  in  sponsoring  training 
sessions,  and  have  coordinators  setting  up  various  VITA  sites 
throughout  the  State.  Last  year  we  had  over  400  VITA  volunteers 
who  prepared  over  8,000  tax  returns  for  those  folks  that  needed 
help  and  could  not  afford  to  have  a  tax  preparer. 

Another  example  of  cooperation,  during  "Desert  Storm"  and 
"Desert  Shield"  the  Columbia  district  and  tie  department  of  reve- 
nue set  up  a  joint  toll-free  hot  line  for  the  military  personnel  and 
their  families  to  offer  special  assistance.  During  that  period  of  time 
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we  extended  filing  deadlines  for  deployed  military  personnel,  and 
we  did  everything  we  could  to  try  to  make  that  process  as  easy  as 
we  could  for  those  folks  who  were  in  "Desert  Storm"  and  "Desert 
Shield." 

In  conjunction  with  the  department  of  revenue  we  conduct  many 
seminars  and  educational  forums  throughout  the  year.  The  three- 
member  "Tax  Talk  Partnership"  continues  as  a  viable  entity.  We 
have  an  ongoing  speakers'  bureau  providing  speakers  to  community 
groups  on  a  rotating  basis.  Speecn  requests  are  handled  through 
the  partnership  by  the  most  appropriate  agency.  This  joint  effort 
allows  us  to  accept  more  speaking  and  training  engagements 
throughout  the  State,  and  it  gives  us  an  opportunity  to  reach  por- 
tions of  the  State  that  one  agency  may  not  be  able  to  reach. 

We  hold  three  to  four  small  business  workshops  on  a  monthly 
basis  for  new  small  business  owners  and  individuals  who  are  con- 
sidering starting  a  business. 

The  IRS  and  the  department  of  revenue  and  the  CPA  association 
work  with  Clemson  University  in  preparing  practitioner  institutes 
and  workshops  so  that  the  practitioners  in  the  State  can  learn  the 
new  things  about  the  tax  laws.  Last  year,  over  800  practitioners  at- 
tended that  session. 

We  are  also  jointly  assisting  our  future  taxpayers  through  the 
"Understanding  Taxes"  program.  The  IRS  and  the  department  of 
revenue  resources  kit  is  furnished  to  high  school  teachers  so  that 
they  can  present  a  more  balanced  view  of  Federal  and  State  tax- 
ation to  their  students. 

In  the  joint  compliance  area,  we  are  also  sharing  examination  or 
audit  reports  with  each  other  to  help  us  to  save  resources  and  to 
cut  down  on  the  excess  resources  and  excess  contacting  of  tax- 
payers. Employees  from  the  department  of  revenue  work  with  the 
IRS  in  determining  the  level  of  compliance  for  filing  Forms  1099 
by  State  and  local  governments  last  year. 

And  as  Senator  Drummond  mentioned,  the  general  assembly  last 
year  passed  a  law  requiring  retail  alcoholic  beverage  license  recipi- 
ents to  obtain  a  certification  from  the  Federal  and  State  govern- 
ment before  those  licenses  could  be  renewed,  and  I  think  that  is  an 
extremely  great  step  for  us  in  that  situation. 

One  last  item  I  would  like  to  mention  is  our  cooperative  training 
agreement.  We  signed  that  way  back  in  1987,  and  it  was  described 
by  our  national  office  as  an  exceptional  initiative  which  should 
serve  as  a  model  for  increasing  Fed-State  cooperation.  Through  this 
agreement  we  traded  schedules  of  training  classes  so  that  if  we  had 
a  training  class,  and  we  see  that  the  South  Carolina  Department 
of  Revenue  was  having  that,  we  would  have  some  of  our  people  in- 
terested, they  would  allow  us  to  have  members  of  our  staff  attend 
those;  and  vice  versa,  if  we  have  training  classes  that  the  South 
Carolina  Department  of  Revenue  employees  would  like  to  attend 
we  would  make  space  for  that. 

As  we  move  servicewide  toward  a  certification  as  a  total  quality 
organization,  we  look  back  with  pride  at  the  role  the  Columbia  dis- 
trict has  played  with  the  department  of  revenue.  We  set  up  a  train- 
ing session  for  many  of  the  department  of  revenue  employees  in  the 
quality  initiative  and  the  quality  improvement  training  for  team 
leaders  and  facilitators,  and  was  taught  by  IRS  quality  improve- 
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ment  staff,  and  I  would  like  to  say  that  the  State  tax  commission, 
as  it  was  known  then — and  I  have  trouble  getting  back  over  to  the 
department  of  revenue.  The  department  of  revenue  has  really 
moved  forward  at  a  rapid  pace  in  their  quality  improvement  proc- 
ess, and  they  are  working  I  think  to  become  a  quality  organization 
very  quickly,  and  they  are  doing  a  great  job  in  that  process. 

One  of  the  first  joint  initiatives  we  had — I  think  it  was  probably 
one  of  the  first  initiatives  nationwide  where  we  had  what  we  called 
quality  improvement  teams  where  we  put  IRS  folks  as  well  as 
South  Carolina  Department  of  Revenue  folks  together  on  one  team 
to  work  out  a  problem  in  an  area  that  we  needed  some  improve- 
ments in,  and  that  worked  out  extremely  well.  It  dealt  with  our 
audit  reports  that  we  were  receiving  from  the  State  department  of 
revenue,  and  that  increased  our  revenue  well  over  $500,000  on  an 
annual  basis,  just  that  one  team. 

The  Commissioner  I  think  has  discussed  and  covered  the  unde- 
livered refunds.  I  think  we  do  very  well  in  the  IRS  in  trying  to  find 
those  taxpayers  that  have  refunds  coming.  The  media  is  very,  very 
helpful  in  South  Carolina.  I  would  be  remiss  if  I  did  not  mention 
that,  that  the  media  is  very  helpful  and  does  a  great  job  in  getting 
the  information  out  to  the  public,  and  not  only  in  refund  programs, 
but  all  other  programs  that  we  work  on. 

As  the  Commissioner  said,  I  am  also  the  Fed-State  executive  for 
the  southeast  region,  and  as  I  travel  around  to  the  other  States 
and  districts  in  this  region  I  find  it  very  rewarding  to  see  that  most 
States  are  getting  on  this  process  along  with  the  Internal  Revenue 
Service  in  trying  to  make  government  and  tax  administration  more 
effective  and  efficient. 

We  will  have — Mike  Quinn  is  available  as  our  public  affairs  offi- 
cer to  talk  to  the  media  about  the  lists  for  the  various  parts  of  the 
State  so  they  can  provide  it  to  the  newspapers.  We  have  issued  a 
press  release  with  Mike's  phone  number  so  that  they  can  be  con- 
tacted, immediately  contacted  to  do  that. 

So,  Mr.  Chairman,  Senator  Drummond,  I  want  to  thank  you  for 
being  with  us  today  and  hearing  some  of  the  things  that  we  are 
very  proud  of  in  South  Carolina  with  the  department  of  revenue 
and  the  process  that  we  have,  and  we  are  going  to  continue  these 
efforts,  and  continue  to  improve  tax  administration. 

Thank  you. 

Mr.  Spratt.  Thank  you  very  much,  Mr.  Breihan. 

[The  prepared  statement  of  Mr.  Breihan  follows:] 
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STATEMENT  OF 

DONALD  L.  BREIHAN, 

DIRECTOR,  COLUMBIA  DISTRICT 

INTERNAL  REVENUE  SERVICE 

BEFORE  THE 

SUBCOMMITTEE  ON  COMMERCE,  CONSUMER  AND 

MONETARY  AFFAIRS 

HOUSE  COMMITTEE  ON  GOVERNMENT  OPERATIONS 

SEPTEMBER  26,  1994 

Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  welcome  the  opportunity  to  share  with  you  today  some  of  the  many  joint 
accomplishments  made  through  the  IRS-South  Carolina  Department  of  Revenue 
partnership. 

To  place  this  partnership  in  perspective,  let  me  briefly  outline  for  you  a  bit  of  the 
history  surrounding  the  growth  of  the  federal-state  relationship  in  South  Carolina. 

While  the  two  agencies  have  long  enjoyed  a  harmonious  formal 
relationship,  the  tax  filing  season  of  1987  marked  an  historic  milestone  as  the  beginning 
of  an  even  closer  relationship.   With  the  passage  of  the  Tax  Reform  Act  of  1986,  we  saw 
the  need  for  a  massive  information  and  education  campaign  aimed  at  informing  the 
taxpaying  public  of  the  changes  brought  about  by  the  most  extensive  overhaul  of  the  tax 
laws  in  recent  history.   It  was  in  that  tax  filing  season  that  we  unfurled  the  "Tax  Talk 
1987"  banner  which  signaled  the  beginning  of  a  formal  cooperative  relationship  among 
state  and  federal  tax  administrators  and  the  South  Carolina  Association  of  Certified 
Public  Accountants.   Beyond  cementing  this  relationship  among  tax  administrators  and 
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tax  practitioners  in  the  Palmetto  State,  at  the  same  time,  it  signaled  a  renewed 
commitment  to  keeping  the  taxpayers  of  the  state  informed  and  educated  about  the  tax 
laws. 

At  first,  the  meaning  inherent  in  the  Tax  Talk  partnership  was  one  of  talking 
taxes  with  the  public  and  the  media.   We  began  holding  joint  news  conferences,  issued 
joint  press  releases,  speeches,  conducting  editorial  boards  and  other  outreach  programs. 
While  this  was  an  all-out  effort  to  bring  about  greater  understanding  by  the  public  of  the 
new  legislation,  it  soon  became  evident  that  the  two  partnership  tax  agencies  were  also 
talking  more  to  each  other  about  tax  administration  and  ways  of  making  it  better  as  well. 

It  became  apparent  even  in  these  early  years  that  the  Tax  Talk  partnership  was 
one  that  would  pay  large  dividends  in  terms  of  excellence  in  tax  administration  at  both 
the  state  and  federal  levels.  Tax  Talk  has  earned  the  Commissioner's  Award  for  Public 
Service,  the  Federation  of  Tax  Administrators'  Community  Service  Award,  and  the 
American  Institute  of  Certified  Public  Accountants'  Public  Affairs  Award. 

Mr.  Chairman,  it  was  against  this  historical  backdrop  that  we  saw  a  relationship 
grow  and  develop  into  a  tax  administration  partnership  second  to  none.   And  indeed,  in 
many  areas  South  Carolina  has  excelled  as  a  national  leader,  setting  the  pace,  and 
example,  for  other  states  to  follow.   Today,  joint  ventures  and  the  spirit  of  cooperation 
between  the  two  agencies  have  become  so  much  a  part  of  our  corporate  culture  that  we 
hardly  think  about  it. 
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We  were  very  proud  last  year  when  the  Commissioner  presented  the  Columbia 
District  and  the  South  Carolina  Department  of  Revenue  with  the  first  "Outstanding 
Partnership  Award  for  Joint  Tax  Administration."  As  she  pointed  out  during  that 
presentation,  our  partnership  touches  every  aspect  of  tax  administration  in  the  state  of 
South  Carolina:  compliance,  reducing  the  burden  on  taxpayers,  managing  our  resources, 
and  quality  improvement. 

The  Commissioner  emphasized  improved  taxpayer  service  and 
reducing  the  taxpayer  burden.    Let  me  first  address  this  area  and  outline  some  of  our 
specific  efforts  to  serve  the  public.    ' 

REDUCING  TAXPAYER  BURDEN 

South  Carolina  is  a  leader  in  the  concept  of  "one-stop"  service  to  the  public.  We 
were  among  the  first  to  recognize  that  even  small  frustrations  for  the  taxpayer  would 
detract  from  compliance  with  both  state  and  federal  tax  laws. 

For  this  reason  we  examined  our  systems  and  put  into  place  changes  that  would 
lessen  these  frustrations  and  lead  to  more  efficient  tax  administration.   During  the  filing 
season  each  year  both  agencies  began  to  exchange  personnel  to  enable  taxpayers  to 
receive  both  federal  and  state  assistance  at  our  major  taxpayer  service  offices.   We 
continue  to  make  both  federal  and  state  tax  forms  available  at  both  agency  sites. 

Another  innovative  program  to  assist  taxpayers  was  our  Form  2290,  Highway  Use 
Tax,  initiative.    During  a  two  week  period  when  truckers  were  renewing  their  licenses, 
IRS  personnel  were  present  at  the  main  South  Carolina  Department  of  Highways  and 
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Public  Transportation  office.  Truckers  received  one-stop  service  by  being  able  to  pay 
federal  use  tax,  secure  the  federal  certification,  and  obtain  their  state  trucking  license. 
Four  hundred  and  sixty-nine  taxpayers  took  advantage  of  this  service  this  year. 

South  Carolina  was  the  first  state  in  the  nation  to  provide  joint  electronic  tax 
filing.    In  the  four-year  period  since  we  pioneered  this  program,  it  will  have  spread  to  30 
states.    In  a  renewed  commitment  to  this  new  electronic  commerce,  the  IRS  is  moving 
forward  to  make  electronic  tax  filing  the  filing  method  of  choice  for  the  nation. 

I  am  particularly  proud  of  this  joint  federal-state  program  since  it  puts  us  into  the 
vanguard  of  those  doing  business  on'what  Vice  President  Gore  has  labeled  the 
information  superhighway.   As  the  Commissioner  said  earlier,  77  percent  of  federal 
returns  have  state  returns  filed  with  them. 

Moreover,  it  has  provided  us  with  a  system  of  tax  filing  which  has  proven  to  be 
99.5  percent  accurate  and  is  available  to  98  percent  of  those  who  file  tax  returns. 

Another  joint  program  -  our  Volunteer  Income  Tax  Assistance 
program,  or  VITA  as  it  is  known  --  reaches  many  citizens  who  need  help  in  preparing 
their  federal  and  state  tax  forms.   VITA  is  composed  of  IRS  and  Department  of 
Revenue  coordinators  who  are  responsible  for  recruiting  and  training  volunteers  and 
providing  publicity. 

We  also  value  our  Tax  Counseling  for  the  Elderly  program.  Through  the 
American  Association  of  Retired  Persons,  IRS,  and  the  Department  of  Revenue,  training 
materials  are  provided  on  the  preparation  of  federal  and  state  tax  forms.   The 
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Department  of  Revenue  provides  instructors  to  train  AARP  counselors.   Over  12,000 
citizens  were  assisted  this  past  year. 

Through  both  of  these  programs  --  VITA  and  Tax  Counseling  for  the  Elderly  --tax 
return  preparation  is  offered  at  off-site  locations  throughout  the  state  at  scheduled 
periods  including  weekends  and  evenings. 

Here's  another  example.   During  Operations  Desert  Storm  and  Desert  Shield,  the 
Columbia  District  and  the  Department  of  Revenue  set  up  a  joint  toll-free  hotline  for 
military  personnel  and  their  families  to  offer  special  assistance  to  military  families  with 
filing  their  state  and  federal  tax  returns  and  providing  information  on  the  special 
extended  filing  deadlines  for  deployed  military  personnel. 

When  disaster  struck  our  coast  with  Hurricane  Hugo  in  1989, 
employees  from  both  agencies  joined  forces  with  the  Federal  Emergency  Management 
Agency  to  help  victims  get  immediate  assistance  by  filing  casualty  claims. 

Jointly  with  the  Department  of  Revenue  we  conduct  many  seminars  and 
educational  forums  throughout  the  year.   The  three-member  "Tax  Talk  Partnership" 
continues  as  a  viable  entity  with  an  ongoing  speakers'  bureau  providing  speakers  to 
community  groups  on  a  rotating  basis  among  the  partnership  members.  Speech  requests 
are  handled  through  the  partnership  by  the  most  appropriate  agency.  This  joint  effort 
allows  us  to  accept  more  speaking  engagements  and  offer  tax  assistance  to  even  the  most 
remote  parts  of  the  state. 

Three  or  four  Small  Business  Workshops  are  offered  monthly  for  new  small  business 
owners  and  individuals  who  are  considering  starting  a  new  business.    We  work  closely 
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with  the  South  Carolina  Employment  Security  Commission  on  all  workshops  and  offer 
federal,  state,  and  employment  tax  information  at  each  location.  Attendees  can  save  a  lot 
of  leg  work,  a  major  selling  point  to  small  business  owners  on  tight  schedules  with 
limited  staffs. 

IRS  and  the  Department  of  Revenue  also  coordinate  with  Clemson  University  and 
local  CPAs  to  plan  and  offer  a  series  of  five  practitioners'  workshops  across  the  state. 
Last  year,  over  800  practitioners  attended  these  continuing  education  institutes. 

We  are  also  jointly  assisting  our  future  taxpayers  through  our  "Understanding  Taxes" 
program.   An  IRS  and  Department  of  Revenue  resource  kit  is  furnished  to  high  schools 
so  teachers  can  present  a  more  balanced  view  of  federal  and  state  taxation  to  students. 
It  was  a  suggestion  from  the  Columbia  District  that  resulted  in  production  of  a 
national  tax  supplement  provided  to  both  high  school  and  college  newspapers  each  year 
in  an  effort  to  prepare  students  for  lives  as  responsible,  compliant,  taxpaying  citizens. 

JOINT  COMPLIANCE  ACTIVITIES 

In  addition  to  the  exchange  of  audit  reports  there  are  other 
activities  where  we  work  to  ensure  consistency  in  tax  administration.   The  South  Carolina 
Department  of  Revenue  subscribes,  for  a  fee,  to  several  computer  tape  extracts 
generated  by  our  national  computing  center  specifically  for  state  use. 

These  may,  for  example,  contain  current  addresses  for  taxpayers  moving  out  of 
state  during  the  tax  year  or  they  may  contain  identifying  information  for  taxpayers  who 
have  filed  federal  but  not  state  returns.   Each  agency  also  provides  the  other  with  copies 
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of  delinquent  returns  secured  at  the  local  level  to  ensure  both  federal  and  state  filing 
requirements  are  brought  up  to  date. 

We  also  cooperate  in  specific  compliance  efforts.   Recently  IRS,  the  Department 
of  Revenue,  and  the  South  Carolina  Employment  Security  Commission  combined  efforts 
and  talents  in  a  project  to  improve  compliance  in  the  residential  construction  industry. 
Efforts  include  holding  joint  educational  seminars  and  meetings  with  outside 
stakeholders  regarding  issues  in  the  industry. 

Employees  from  the  Department  of  Revenue  also  worked  with  IRS  in  determining 
the  level  of  compliance  for  Form  1099  filings  by  state  and  county  government  agencies. 
Visits  were  conducted  jointly  by  examiners  and  agencies  were  identified  where  education 
and  assistance  was  required. 

Our  joint  video  poker  compliance  checks  have  reached  over  1,000  businesses 
during  the  past  two  years.   We  also  combined  to  address  the  filing  of  Form  8300, 
required  to  report  cash  transactions  of  $10,000  or  more.   In  one  week  more  than  80 
businesses  were  visited  by  examiners  in  an  effort  to  emphasize  this  important  filing 
requirement. 

In  1993  the  South  Carolina  General  Assembly  passed  a  law 
requiring  holders  of  retail  alcohol  beverage  licenses  to  obtain 

certification  that  they  are  current  on  both  state  and  federal  taxes.   This  certification  is 
necessary  to  obtain  a  new  license  or  to  renew  an  existing  license.   We  have  worked  with 
the  state  on  procedures  which  will  notify  those  who  are  not  current  to  pay  the  tax  and  at 
the  same  time  not  impose  an  additional  burden  on  those  who  are  in  full  compliance. 
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Our  procedures  are  handled  primarily  through  a  computer  tape-to-tape  match  to  reduce 
cost  and  increase  efficiency. 

We  are  also  using  a  computer  tape  match  to  identify  those 
businesses  who  are  delinquent  filers  on  IRS  records  but  who  have  already  been 
identified  by  the  state  as  being  out  of  business.  This  has  resolved  hundreds  of  cases 
which  would  have  required  costly  field  investigations. 

To  further  conserve  revenues,  we  have  entered  into  an  agreement  with  the 
Department  of  Revenue  and  the  Atlanta  Service  Center  regarding  fraudulent  refund 
schemes.   Through  this  agreement,  each  agency  will  notify  the  others  when  an  illegal 
refund  scheme  is  discovered.   In  this  way  each  agency  can  stop  illegal  refunds  before 
they  are  issued. 

One  last  item  I  would  like  to  mention  is  our  Cooperative  Training  Agreement 
which  we  signed  in  1987.   It  was  described  by  our  National  Office  as  an  exceptional 
initiative  which  should  serve  as  a  model  for  increasing  Federal/State  cooperation. 
Through  this  agreement,  schedules  of  training  classes  are  routinely  exchanged  between 
the  Columbia  District  and  Department  of  Revenue  and  training  slots   are  made  available 
when  requested  by  either  agency. 

As  we  move  Servicewide  toward  certification  as  a  Total  Quality  Organization,  we 
look  back  with  pride  on  the  role  Columbia  District  has  played  in  sharing  quality 
initiatives  and  training  with  the  Department  of  Revenue.   Selected  state  employees  have 
attended  Quality  Improvement  Project  team  leader  and  facilitator  training  in  the  district. 
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One  of  the  first  joint  quality  initiatives  involved  the  receipt  and  processing  of  state 
audit  reports  by  the  Columbia  District,  a  project  that  resulted  in  a  half  million  dollar 
increase  in  annual  revenue  for  the  district.   A  high  point  in  our  joint  quality  efforts  was 
our  district-wide  quality  teleconference  with  Department  of  Revenue  participation. 

One  of  the  most  vital  aspects  of  tax  administration  is  the 
confidentiality  of  returns  and  return  information.  As  Commissioner  Richardson  has  noted 
on  more  than  one  occasion,  the  public  trust  in  the  confidentiality  of  tax  return 
information  is  the  bedrock  upon  which  our  tax  system  is  established.   Our  exchange 
agreements  between  the  IRS  and  the  South  Carolina  Department  of  Revenue  contain 
specific  language  regarding  the  safeguarding  of  the  information  provided. 

In  order  for  the  Department  of  Revenue  to  receive  federal  tax  information,  they 
must  agree  to  maintain  the  highest  level  of  security  and  confidentiality  and  to  abide  by 
the  disclosure  provisions  of  the  Internal  Revenue  Code.   In  addition,  the  Service 
conducts  safeguard  reviews  of  the  Department  of  Revenue  on  a  periodic  basis.   Our 
reviews  have  consistently  shown  that  the  Department  holds  this  public  trust  in  the  same 
high  regard  as  we  do. 

We  are  proud  and  appreciative  of  our  relationship  with  the  South  Carolina 
Department  of  Revenue.   It  is  due  in  large  measure  to  employees,  both  managers  and 
front  line  alike,  who  are  dedicated  to  hard  work  and  a  willingness  to  try  new  ideas. 

One  new  idea  still  in  the  discussion  stage,  is  a  plan  to  cooperate  in  publicizing 
and  sharing  information  regarding  undelivered  refunds.   Although  in  its  infancy,  we  feel 
this  will  be  another  opportunity  to  merge  duplicating  efforts.   By  eliminating  this 
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redundancy,  we  feel  that  we  can  more  efficiently  track  taxpayers  who  are  due  refunds 
from  either  the  state  or  federal  governments. 

The  Commissioner  has  discussed  undelivered  refunds  and  the  procedures  we  have 
in  place  as  well  as  the  improvements  we  have  planned  to  get  those  undeliverable  refund 
checks  more  quickly  into  the  hands  of  those  taxpayers.   Here  in  South  Carolina,  we 
typically  have  just  over  1,000  undeliverable  tax  refund  checks  each  year.   For  tax  year 
1991  we  had  1,025  checks  totalling  $369,000  and  in  1992  the  figure  was  1,255  checks 
totalling  $478,300.     As  the  Commissioner  testified,  this  year  we  are  trying  to  locate  1,087 
taxpayers  who  are  due  refunds  from  their  1993  returns  totalling  $519,000. 

To  put  this  in  perspective,  in  1992  and  1991,  1.55  million  individual  tax  returns 
were  filed  in  South  Carolina.   Of  those  filing,  about  1.1  million  are  issued  refunds 
totalling  about  $1.1  billion.   A  quick  calculation  tells  us  that  slightly  more  than  one  tenth 
of  one  percent  of  the  refunds  we  issue  are  undeliverable.   As  the  Commissioner 
mentioned,  each  fall  we  conduct  a  publicity  campaign  where  local  media  outlets  help  us 
spread  the  word  that  we  do  have  these  undelivered  refund  checks.   Our  track  record  is 
very  good 
and  nearly  all  taxpayers  in  the  state  are  soon  reissued  their  missing  check. 

Although  I've  spent  nearly  all  my  time  today  talking  about  efforts  and 
accomplishments  here  in  Palmetto  State,  I  should  point  out,  in  closing,  that  I  also  serve 
in  the  capacity  of  Fed-State  Executive  for  the  Southeast  Region.   As  I  have  traveled 
through  our  neighboring  states  in  this  capacity,  I  have  been  impressed  by  the  innovations 
and  creative  thinking  and  the  progress  being  made  toward  more  efficient  government 
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we  are  mindful  that  much  remains  to  be  done.  I  am  reminded  of  the  story  of  the  great 
Quaker  statesman,  William  Penn  who  invited  a  friend  to  attend  a  Quaker  service.    In  the 
tradition  of  that  religion,  the  members  quietly  meditated  for   more  than  an  hour. 
Finally,  the  friend  asked  Penn,  "When  does  the  Service  begin?" 
To  which  the  statesman  replied,  "The  service  begins  when  the 
meeting  ends." 

Mr.  Chairman,  we  in  South  Carolina  look  forward  to  the  future  service  to  our  state 
and  nation. 

Thank  you  for  the  opportunity  to  share  a  few  of  our  many 
accomplishments  with  you  and  the  other  Subcommittee  members. 
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Mr.  Spratt.  I  have  a  hard  time  getting  used  to  the  department 
of  revenue  too,  but  Crawford  warned  me  not  to  use  the  name  they 
were  almost  stuck  with.  In  fact,  we  had  a  letter  typed  department 
of  revenues  and  taxation,  and  Crawford  said  "Absolutely  not.  Do 
you  know  what  the  acronym  for  that  is?  It  is  DRT."  [Laughter.] 

So  they  were  spared  that  appellation. 

Let  me  ask  you  just  a  few  questions,  and  I  think  Senator  Drum- 
mond  may  have  some  questions  himself. 

First  of  all,  you  mentioned  the  division  of  labor  in  auditing.  Is 
there  a  distinct  division  of  labor  here?  Are  there  certain  things  that 
the  Internal  Revenue  Service  does  in  the  area  of  auditing,  say 
within  the  State  tax  returns,  or  excise  taxes,  and  certain  things 
that  the  department  of  revenue  does,  or  do  you  overlap  to  some  ex- 
tent still  in  these  areas? 

Mr.  Breihan.  I  would  say  there  is  probably  some  overlap,  but  it 
is  probably  very  minimal.  From  our  standpoint,  when  we  audit  a 
tax  return  we  provide  that  information  when  that  audit  is  com- 
pleted to  the  State  tax  commission,  so  it  is  not  necessary  for  them 
to  audit  that  same  taxpayer. 

Mr.  Spratt.  For  the  most  part,  do  you  do  the  income  tax  audit- 
ing? 

Mr.  Breihan.  We  do  the  income  tax  auditing,  the  corporate  au- 
diting, the  excise  tax  auditing.  We  do  all  the  gamuts  of  the  tax 
laws. 

Mr.  Spratt.  Is  the  department  of  revenue  also  auditing  to  some 
extent  by  sample  some  of  the  same  returns  that  you  are  auditing 
or  giving  closer  examination  to? 

Mr.  Breihan.  I  am  not  certain  of  that,  but  I  would  say  that  they 
are  probably  not  auditing  the  same  returns  that  we  are,  because 
we  share  information  as  to  what  returns  we  are  going  to  audit,  and 
then  we  give  them  information  as  to  the  ones  that  we  cannot  get 
to  because  of  workload  and  so  forth,  and  then  they  can  audit  those 
returns,  and  since  we  share  the  reports  from  the  Federal  to  the 
State  and  the  State  to  the  Federal,  I  am  not  sure  there  is  a  lot  of 
overlap  from  that  standpoint. 

Mr.  Spratt.  Mr  Clarkson. 

Mr.  Clarkson.  We  have  some  overlap,  particularly  in  the  cor- 
porate area,  but  we  do  exchange  that  information. 

Mr.  Spratt.  Particularly  in  the  area  of  sales  taxes,  do  you  have 
a  cross  check? 

Mr.  Briehan.  We  do  not  do  any  sales  tax  audits,  but  they  do  pro- 
vide us  sales  tax  information  that  we  can  verify  it. 

Mr.  Spratt.  I  was  interested  to  the  extent  to  which  you  cross 
check  the  sales  tax  information  with  gross  sales  information. 

Mr.  Briehan.  We  do  that.  We  receive  the  information  from  the 
State  as  to  the  sales  tax  return. 

Mr.  Spratt.  And  you  have  complete  access  to  the  sales  tax  data 
for  that  purpose? 

Mr.  Briehan.  Yes. 

Mr.  Spratt.  Is  it  computerized?  Is  there  a  computerized  cross- 
check system? 

Mr.  Briehan.  No,  it  is  not  a  computerized — they  have  a  comput- 
erized system,  but 


42 

Mr.  Clarkson.  We  are  on  the  way  to  it.  We  like  the  moderniza- 
tion you  were  talking  about,  too. 

Mr.  Spratt.  So  we  can  get  it  computerized  for  cross-check  pur- 
poses. 

Mr.  Breehan.  Yes.  That  would  be  a  very  helpful  thing,  since  we 
are  going  into  the  new  system  in  exam  in  the  next  year  or  two,  it 
is  TIES,  it  is  the  Totally  Integrated  Examination  System,  and  if  we 
were  able  to  have  the  issues,  we  could  balance  their  tapes  for  sales 
tax  up  against  the  returns  that  we  are  going  to  audit  to  try  to  ver- 
ify the  gross  receipts. 

Mr.  Spratt.  Is  this  a  software  applications  problem?  Does  that 
need  to  be  developed,  or  do  you  need  simply  a  higher  capacity  com- 
puter to  handle  this  volume  of  data? 

Ms.  Richardson.  I  think  it  is  largely  a  hardware  issue  in  the  ca- 
pacity of  our  computers  to  do  matching  at  this  level. 

Mr.  Spratt.  So  you  have  got  complete  access  to  the  data,  but  in 
order  to  be  able  to  use  the  data  efficiently  and  automatically  you 
need  higher  powered  computers,  higher  volume 

Ms.  Richardson.  We  really  need  to  be  able  to  match,  electroni- 
cally match  that  information,  because  it  is  obviously  something  you 
cannot  do  manually  very  effectively. 

And  that  is  something  that  would  be  useful  to  us  in  a  number 
of  States  where  you  have  State  sales  taxes,  and  we  are  hoping  that 
that  is  one  of  the  benefits  that  Tax  Systems  Modernization  will  be 
able  to  offer  us  in  the  compliance  area,  so  we  can  cross  check  re- 
ports that  the  States  are  getting,  and  they  can  cross  check  with  us 
things  we  are  getting  that  they  are  not  getting. 

Mr.  Spratt.  This  is  a  small  item,  but  for  some  taxpayers  there 
is  a  fee — I  think  all  taxpayers  pay  a  fee  for  filing  the  tax  returns 
electronically,  ordinarily  because  they  are  using  a  third  party  to 
file  it  for  them.  Is  the  day  coming  when  we  will  be  able  to  use  our 
own  PCs  and  modems  to  access  your  computer  and  file  it  without 
having  an  access  security  number  or  special  software? 

Ms.  RICHARDSON.  We  are  looking  into  a  number  of  options  for 
taxpayers.  As  you  know,  today  to  file  electronically  there  are  some 
fairly  rigid  rules,  and  obviously  we  have  got  to  maintain  the  secu- 
rity for  our  mainframe  computers  and  our  tax  information,  but  we 
had  an  experiment  last  year  out  of  our  Austin  service  center  where 
people  could  use  CompuServe  to  file  their  returns,  and  I  think  it 
was  a  successful  test.  It  was  a  very  small  pilot.  We  are  looking  into 
other  things  like  that.  That  was  where  you  could  have  been  at  your 
own  computer  and  through  one  of  the  already  established  networks 
actually  file  a  return. 

We  are  looking  at  a  number  of  things,  including  the  possibility 
that  some  day  people  could  use  an  interactive  video.  So  what  we 
need  to  do  is  provide  the  protocols  and  the  interface  with  people", 
and  then  let  people  have  various  and  sundry  options  for  filing  elec- 
tronically. A  number  of  people  are  using  a  short  form  answer  sheet 
that  is  generated  by  a  computer  that  we  can  scan  into  our  system, 
so  that  will  be  helpful. 

Many  preparers  use  software  today  to  prepare  tax  returns  and 
then  print  those  returns  out  on  paper  and  mail  them  in  to  us  for 
us  to  rekey  the  data  manually  back  into  our  system.  I  have  been 
encouraging  a  number  of  the  CPA  societies  particularly  and  other 
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preparers  to  start  working  with  us  to  see  how  we  can  use  the  kinds 
of  systems  they  are  already  using  to  integrate  with  what  we  are 
doing  so  that  we  do  not  have  a  situation  where  many,  many  people 
have  their  returns  prepared  using  computer  software,  but  then 
print  it  out  on  paper  and  send  it  in  that  way.  It  does  not  seem  to 
make  any  sense  from  either  side. 

There  are  a  number  of  options,  and  I  think  over  the  next  several 
years — assuming  that  our  modernization  efforts  do  not  get  derailed 
very  dramatically — that  you  will  see  a  number  of  options  that  tax- 
payers will  have  for  filing  electronically. 

Mr.  Spratt.  Tell  me  why  it  is  that  South  Carolina  can  be  the 
lead  State  on  this  pioneering  frontier,  but  California  with  Silicon 
Valley  and  all  kinds  of  computer  technology  and  wizardry  cannot 
do  the  same. 

Ms.  Richardson.  Well,  I  think  it  is  a  real  tribute  to  the  people 
of  South  Carolina. 

Mr.  Spratt.  I  was  fishing  for  that  compliment.  [Laughter.] 

Mr.  Drummond.  We  think  so. 

Ms.  Richardson.  I  think  it  is  a  tribute  to  the  forward-thinking 
people  you  have  in  your  State  administration,  and  I  think  that — 
I  like  to  think  that  we  have  had  people  here  who  have  also  been 
receptive  to  innovation,  and  I  think  it  has  worked  very,  very  well. 

Mr.  Spratt.  What  is  the  problem  in  particular  in  California?  Is 
it  simply  the  size  of  the  State? 

Ms.  Richardson.  I  think  it  is  in  part  the  size  of  the  State,  it  is 
in  part  that  they  have  had — they  have  a  number  of  different  tax 
situations  that  are  not  all  totally  compatible  with  what  we  are 
doing.  They  have  proceeded  to  develop  their  own  processes  that  are 
quite  different  in  some  ways  than  what  we  have  been  doing.  We 
are  trying  to  work  with  them,  it  is  just  far  more  difficult,  in  part 
because  of  the  size. 

Mr.  Spratt.  Now,  what  are  the  next  frontiers?  We  have  got  joint 
electronic  filing — what  are  the  things  that  are  on  the  frontier,  on 
deck,  on  the  threshold,  particularly  if  you  can  get  the  money  for 
TSM? 

Ms.  Richardson.  There  are  many  things  that  we  are  actually  al- 
ready doing,  or  would  have  the  capacity  to  do  if  we  were  able  to 
bring  on  line  the  systems.  One  of  the  things  that  we  will  be  able 
to  do — the  information  that  Don  was  referring  to,  TIES,  would 
allow  the  information  that  is  actually  already  in  our  possession  and 
stored  in  the  mainframe  to  get  into  the  hands  of  our  front-line  em- 
ployees, so  that  if  you  have  an  audit,  or  if  you  have  an  account 
question,  they  could  actually 

Mr.  Spratt.  Call  it  up. 

Ms.  Richardson  [continuing].  Look  at  what  is  on  the  account 
right  now,  and  handle  it  in  real  time  as  they  say,  as  opposed  to 
sometimes  taking  2  to  3  months  in  correspondence  back  and  forth 
with  the  service  center. 

One  of  the  things  that  the  slowdown  in  the  Tax  Systems  Mod- 
ernization is  going  to  do  is  to  not  allow  us  to  put  this  exam  infor- 
mation system  out  in  the  hands  of  as  many  revenue  agents  as  we 
had  hoped  to  next  year.  We  are  cutting  back,  I  think  from  12  or 
13  districts  to  6. 
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Mr.  Breehan.  South  Carolina  has  been  cut.  We  were  planning  on 
going  into  the  TIES  system,  and  they  cut  the  budget,  and  therefore 
we  were  cut  back  on  that. 

Ms.  Richardson.  That  is  particularly  devastating  because  here 
you  have  a  situation  where  not  only  could  the  Federal  Government 
benefit,  but  the  State  government  would  benefit  from  that  as  well. 

Mr.  Spratt.  Mr.  Breihan  showed  us  a  computer  disk  capable  of 
storing  10  million  returns.  Do  you  photograph  the  returns,  and  are 
they  electronically  reproduced  here,  or  do  you  enter  essential  data 
into  a  certain  format  and  then  have  it  stored  on  this  disk? 

Mr.  Brdehan.  They  enter  certain  amounts  of  data  in  the  comput- 
ers when  you  ask  them  to  fill  out  your  tax  return  at  a  preparation 
office,  then  that  is  sent  by  modem  and  telephone  lines  to  our  serv- 
ice center  where  it  is  then  stored  on  this  type  of  disk. 

Ms.  Richardson.  I  think  we  really  have  two  different  systems 
operating.  In  the  paper  system,  if  you  file  your  return  on  paper  it 
goes  to  the  service  center,  and  we  then  have  to  key  in  the  informa- 
tion. We  have  data  entry  clerks  who  key  in  anywhere  from  20  to 
40  percent  of  the  information.  If  you  file  electronically,  we  receive 
the  information. 

Mr.  Spratt.  And  store  it  then  in  that  form. 

Ms.  Richardson.  And  store  it  that  way. 

Mr.  Spratt.  So  that  saves  you  that  step? 

Ms.  Richardson.  Absolutely.  And  many  of  the  errors  that 
occur — and  much  of  the  hope  we  have  for  customer  service  is  reduc- 
ing burden,  and  reducing  errors — many  of  the  errors  occur  in  that 
paper  process,  and  over  this  past  filing  season  somewhere  around 
0.5,  0.6  percent  of  the  electronically  filed  returns  had  errors, 
whereas  17  percent  of  the  paper  returns  that  were  filed  had  errors. 
And  while  that  might  not  seem  like  a  high  error  rate,  when  you 
are  talking  about  114  million  returns  that  is  a  lot  of  errors  to  have 
to  deal  with.  We  have  to  correct  them,  we  have  to  deal  with  tax- 
payers. Sometimes  they  are  to  their  benefit,  sometimes  to  their  det- 
riment. But  it  is  a  very  labor-intensive  process  to  resolve  those  er- 
rors, and  so  when  we  can  process  things  electronically  we  can  re- 
duce errors  and  really  provide  far  better  customer  service. 

Mr.  Spratt.  Senator  Drummond. 

Mr.  Drummond.  Commissioner  Richardson,  I  see  right  now  you 
have  a  good  staff  here  in  Columbia. 

Mr.  Breihan,  I  do  not  understand  that  disk  with  10  million 
names  on  it,  that  is  far  beyond  me,  but  there  are  some  things  that 
I  do  understand,  and  one  of  them  is  you  are  making  some  good 
progress — I  say  you,  the  entire  system — and  that  is  the  collecting 
of  the  excise  tax  on  fuels. 

I  am  in  the  oil  business,  and  for  years — and  I  know  that  the  de- 
partment of  revenue  knows  that  I  have  been  on  this,  when  you 
have  got — and  I  have  competitors  out  there  that  just  puts  me 
under  the  table  selling  I  know  way  below  cost,  and  there  is  only 
one  way  they  can  stay  in  business  selling  below  cost,  and  that  is 
to  cheat  the  Federal.  Government  and  the  State  government  from 
taxes. 

And  when  you  start  coloring,  especially  the  offer  of  diesel,  and 
I  understand  that  is  a  big  thing  in  this  Nation,  and  even  the  Mafia 
I  understand  has  gotten  into  it.  I  saw  where  you  had  cases  up  in 
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the  millions  and  hundreds  of  millions  of  dollars.  You  have  made 
great  strides  on  that.  You  still  have  some  way  to  go  as  far  as  hav- 
ing monitors  out  there,  auditors  out  there. 

And  I  am  going  to  do  a  little  politicking  for  you,  Commissioner 
Richardson,  and  lobbying  for  you.  Give  the  lady  some  additional 
money,  because  let  me  tell  you  what  we  have  found  out  in  South 
Carolina.  When  we  were  writing  the  budget,  not  this  one  time,  but 
numerous  times,  and  we  come  down  where  we  need  an  additional 
$10  million,  or  $15  million,  the  department  of  revenue  can  say  "Lis- 
ten, give  us  some  field  officers,"  and  I  will  tell  you  what,  most  of 
the  time  it  is  10  to  1,  "we  will  pay  you  back  10  to  1,  but  give  us 
those  auditors  to  get  out  there  and  get  the  money  that  is  owed  us." 

And  as  a  businessman  I  encourage  that,  because  I  try  to — my  son 
is  running  the  business  now,  and  I  know  he  is  honest,  but  when 
he  has  dishonest  competitors  it  makes  it  tough  on  all  of  us.  I  say 
I  want  everyone  to  pay  their  fair  share  of  taxes,  because  it  is  not 
fair  to  the  rest  of  us,  but  coloring  the  offer  of  diesel,  and  one  of 
your — I  guess  one  of  your  field  people  came  by  to  see  us  the  other 
day,  it  was  a  lady  dressed  in  blue  jeans,  and  frightened  the  lady 
up  on  the  desk,  she  pulled  out  her  badge,  you  know,  and  said  "I 
want  to  check  your  diesel  pumps,"  and  of  course  it  thrilled  us  to 
death.  But  she  did,  she  looked  at  the  color,  and  then  she  told  me 
this — I  got  in  in  time  to  talk  with  her — she  said  "We  just  had  a 
check  on  the  highways  out  here  somewhere,"  and  I  believe  she  said 
three  out  of  every  five  trucks  that  came  by  had  some  problems. 
They  are  getting  half  of  one  tank  filled  up  with  off-road  diesel,  and 
another  diesel.  Well,  that  is  30-something  cents  somebody  is  losing, 
and  when  you  multiply  that  we  come  out  with  hundreds  and  hun- 
dreds of  millions  of  dollars. 

Give  that  department  some  additional  revenue,  let  them  get 
into — I  do  not  understand  that  10  million  name  disk,  but  I  know 
that  other. 

Ms.  Richardson.  We  are  actually — I  am  glad  you  mentioned 
that,  because  I  probably  hear  from  more  taxpayers  who  encourage 
us  to  please  enforce  the  law,  because  they  feel  that  if  they  are  pay- 
ing their  proper  share,  then  the  people  who  are  not  are  getting 
more  of  a  competitive  advantage,  and  they  really  encourage  us  to 
enforce  the  law. 

In  the  area  you  are  talking  about,  the  whole  motor  fuel  excise 
tax  area,  is  one  of  grave  concern.  We  actually  have  a  hearing  before 
our  other  oversight  committee  on  Thursday  on  that  very  subject, 
and  it  is  one  where  we  have  done  a  lot  to  try  to  enhance  enforce- 
ment, but  it  is  a  very  labor-intensive  process. 

We  are  trying  to  work  again  jointly  with  some  of  the  States  to 
fund  the  efforts,  but  we  are  also  going  to  be  talking  with  Mr. 
Spratt  about  how  we  can  maybe  get  the  Highway  Trust  Fund  to 
underwrite  some  of  the  cost. 

Mr.  Spratt.  Senator  Drummond,  you  can  understand  and  appre- 
ciate this  also.  We  have  frozen  discretionary  spending  for  5  fiscal 
years  in  the  Federal  Government.  As  a  consequence,  the  Internal 
Revenue  Service  needs  about  $500  million,  just  a  little  less,  to  im- 
plement the  first  phases,  or  the  next  phases  of  this  TSM  program. 
It  will  pay  for  itself  in  a  matter  of  years,  but  we  cannot  balance 
the  books  that  way.  We  have  got  to  have  the  return  coming  the 
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same  year  we  make  the  outlay,  so  we  are  talking  about  lease-pur- 
chase financing  arrangements,  and  you  might  teach  us  a  lesson  in 
that  from  your  State  experience. 

Mr.  Drummond.  When  it  pays  10  to  1,  do  it. 

Ms.  Richardson.  I  will  say  that  thanks  to  Chairman  Spratt  we 
have  5,000  additional  compliance  people  who  will  be  hired  next 
year  if  our  appropriation  goes  through,  and  that  is  in  large  part 
due  to  his  efforts,  because  I  think  he  has  recognized  that  it  is  a 
good  investment,  and  it  will — all  of  the  money  that  will  be  raised 
by  those  people  will  be  going  directly  to  deficit  reduction. 

Mr.  Drummond.  Congressman,  I  do  not  want  to  delay  this,  but 
I  at  least  have  a  chance  to  ask  some  questions  now. 

Mr.  Breihan  especially,  I  was  right  interested  in  you  talking 
about  the  cooperation  you  have  between  the  revenue  department 
and  the  IRS,  and  then — Congressman  Spratt  asked  you  about  the 
Labor  Department  and  how  you  worked  together. 

I  know  I  have  heard  over  and  over  about  the  TSM  and  "Let  Us 
Be  Smarter,"  and  then  I  thought  about  the  Department  of  Agri- 
culture, and  all  these  other  agencies.  We  ought  to  encourage  all  the 
Federal  and  State  agencies,  whether  they  have  offices  here  in  Co- 
lumbia, or  in  South  Carolina,  and  you  have  your  State  offices,  we 
ought  to  have  that  cooperation  in  every  facet  of  State  and  Federal 
Government.  Somebody  should.  You  ought  to  be  meeting  together, 
training  together.  After  all,  I  have  referred  to  them  as  customers — 
we  have  the  same  people,  they  are  our  customers  whether  they  are 
Federal  or  State. 

Ms.  Richardson.  And  many  times  they  do  not  make  that  distinc- 
tion, it  is  the  government. 

Mr.  Spratt.  Senator  Drummond,  thank  you,  sir. 

Let  us  turn  now  to  Crawford  Clarkson  who  is  chairman  of  the 
South  Carolina  Department  of  Revenue.  Crawford,  we  also  have 
your  testimony,  and  you  are  welcome  to  read  it  in  its  entirety,  but 
we  will  make  it  part  of  the  record,  so  if  you  want  to  summarize  it 
you  can  do  so. 

Mr.  Clarkson.  You  are  suggesting  I  cut  down  my  remarks. 

Mr.  Spratt.  No,  sir.  I  think  you  have  some  excellent  testimony, 
and  we  want  to  hear  every  bit  of  it. 

STATEMENT  OF  A.  CRAWFORD  CLARKSON,  CHAIRMAN,  SOUTH 
CAROLINA  DEPARTMENT  OF  REVENUE 

Mr.  Clarkson.  Congressman  Spratt  and  Senator  Drummond: 

It  is  a  pleasure  to  be  present  today.  It  is  particularly  pleasant 
to  be  present  with  Margaret  Richardson  here  representing  the  In- 
ternal Revenue  Service,  and  Don  Breihan  and  their  fine  team. 
They  do  a  great  honor  to  our  city  and  our  State  by  their  presence. 

Here  also  with  me  is  our  management  team,  and  I  would  like 
very  much  to  have  you  gentlemen  meet  them. 

First  Greg  Frampton,  our  executive  director — stand  up,  Greg,  let 
people  see  you;  Gary  Turner,  administrative  services;  Bill  Bray,  of- 
fice services;  Marvin  Davant,  field  services;  Harry  Cooper,  tax  pol- 
icy; Ken  Purvis,  property  division;  Milt  Dufford,  motor  vehicles; 
and  Judith  Nevergold,  internal  audit. 
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This  is  a  topnotch  team,  Congressman.  They  do  a  super  job.  I  am 
real  proud  to  be  part  of  it.  They  were  able  to  adopt  me  and  allow 
me  to  be  part  of  this  group,  and  I  am  pleased. 

There  are  two  other  people  here  that  I  think  we  need  to  talk 
about  in  a  moment,  and  that  is  Hunter  Howard,  former  chairman, 
and  Austin  Sheheen,  CPA,  president  of  the  CPA  Association,  past 
president,  who  was  referred  to  a  little  bit  earlier  in  the  tax  talk  ar- 
rangement which  garnered  all  the  awards  that  came  from  the  FTA 
and  others.  They  are  the  originators  of  that;  I  am  the  beneficiary 
of  it. 

At  this  juncture,  Congressman,  I  think  a  little  background  is  im- 
portant. At  the  Federal  level,  the  Internal  Revenue  Service,  as  you 
know,  collects  income  and  excise  taxes.  At  the  State  level,  the 
South  Carolina  Department  of  Revenue  collects  32  different  taxes, 
including  sales  and  income  taxes.  At  the  local  level,  46  counties  col- 
lect property  taxes  and  miscellaneous  licenses  and  user  fees. 

To  those  of  us  who  work  in  government,  we  can  distinguish  be- 
tween the  various  levels  of  government  with  ease.  Taxpayers,  how- 
ever, our  perception  is,  see  no  real  difference  between  the  three  lev- 
els, they  just  lump  it  all  together  and  call  it  "the  government."  We 
generally  are  seen  as  one  big  tax  system  by  our  customers.  There- 
fore, it  is  to  our  mutual  advantage  to  make  certain  that  the  tax 
system  at  all  levels  works  efficiently  and  fairly. 

This  started  us  I  think  on  the  road  to  cooperation  with  the  IRS, 
and  has  gotten  us  into  cooperation  with  counties  and  cities  and 
local  units  as  far  as  we  can  go.  There  is  a  lot  of  improvement  in 
our  relationships  there  that  can  be  done. 

Through  intergovernmental  cooperation,  we  can  and  have  re- 
duced the  level  of  complexity  placed  on  taxpayers.  Historically  the 
Fed-State  program  has  revolved  around  the  exchange  of  tax  infor- 
mation. Tapes  from  the  IRS  came  from  the  individual  and  business 
files  was  a  major  source.  As  IRS  technology  evolved,  we  began  to 
share  our  State  agency's  information  with  the  IRS,  and  it  has  real- 
ly begun  to  work  out  very  well. 

Since  both  organizations  have  the  same  mission,  the  same  prod- 
uct and  the  same  customers,  it  obviously  follows  that  coordination 
of  activities  would  be  good  for  taxpayers  and  tax  administrators 
alike. 

An  overriding  concern  to  tax  administrators  everywhere  has  al- 
ways been  taxpayers'  burden.  How  can  we  reduce  the  amount  of 
time,  expense,  and  frustration  that  taxpayers  encounter  when  deal- 
ing with  tax  authorities? 

Some  of  this  can  be  done  through  shared  audit  reports.  We  can 
eliminate  one  of  the  visits  taxpayers  receive;  instead  of  doing  two 
audits,  only  one  is  conducted  and  the  findings  will  be  shared.  Our 
shared  resources  give  both  the  department  of  revenue  and  the  IRS 
a  wider  field  of  expertise.  The  IRS  has  its  strengths  in  income  tax; 
our  strengths  are  in  sale  taxes,  property  taxes,  and  excise  taxes. 

In  South  Carolina  our  State  income  tax  law  is  tied  directly  to  the 
Internal  Revenue  Code.  Federal  taxable  income  is  the  starting 
point  for  determining  State  tax  liability.  By  introducing  this  meth- 
od of  State  income  taxation,  we  saved  taxpayers  and  practitioners 
the  burden  of  learning  two  systems.  The  reward  to  the  State  is 
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greater  use  of  Federal  data,  fewer  errors,  and  our  tax  returns  are 
shorter  and  simpler. 

The  fact  that  we  align  our  measure  of  gross  income  and  net  tax- 
able income  to  the  Federal  system  has  really  given  rise  to  this 
sharing  of  data  with  the  IRS  and  made  it  really  meaningful. 

Programs  such  as  VITA  that  was  spoken  of  earlier,  and  TCE,  tax 
counseling  for  the  elderly,  one-stop  free  tax  assistance  for  tax- 
payers— these  are  joint  community  outreach  programs  that  we  con- 
duct. Also,  the  taxpayer  is  able  to  receive  more  complete  training 
through  joint  education  programs  such  as  the  understanding  taxes, 
small  business  workshops,  and  the  practitioners'  forums,  and  the 
Clemson  forums  that  have  been  excellent  and  have  been  coopera- 
tive efforts  on  the  part  of  the  IRS  and  ourselves. 

Incidentally,  IRS  in  South  Carolina  is  efficiently  utilizing  office 
space  made  available  by  the  department  of  revenue  in  at  least  two 
of  our  branch  offices.  Hopefully  we  will  do  more  of  this.  It  makes 
it  a  lot  easier  on  the  taxpayers. 

IRS  and  DOR  in  South  Carolina  have  embarked  on  programs 
that  basically  tear  down  the  wall  separating  the  State  and  Federal 
Governments,  and  our  concern  of  course  is  getting  the  job  done  at 
minimum  cost  and  minimum  inconvenience. 

Our  partnership  has  really  been  mutually  rewarding  for  both 
agencies.  Each  of  us  brings  to  the  table  profitable  elements,  that 
work  to  the  advantage  of  both  agencies. 

For  instance,  in  this  State  where  there  are  more  than  5,000  busi- 
nesses with  liquor  licenses — I  think  Mr.  Breihan  spoke  to  this  ear- 
lier— our  legislature  directed,  thanks  to  you,  John,  that  these  busi- 
nesses may  not  renew  their  business  licenses  unless  they  can  prove 
that  they  are  up  to  date  on  Federal  as  well  as  State  taxes.  I  would 
like  to  see  you  extend  that  to  other  industries  if  you  can.  It  would 
be  a  beautiful  compliance  device  if  we  can  get  it  going. 

One  such  area  are  attorneys,  also  CPA's.  There  is  no  reason  for 
them  not  to  check  with  us  and  with  the  IRS  before  they  renew 
their  licenses. 

Further,  as  to  collections  during  the  filing  season,  the  depart- 
ment of  revenue  collected  more  than  $4  million  for  the  Federal 
Government  through  our  debt-match  program.  Also,  a  joint  quality 
team  of  the  IRS  and  DOR  employees  studied  some  forms  that  we 
had,  some  reports  that  we  exchanged,  made  a  lot  of  improvements, 
the  joint  team  did,  and  the  group  was  named  by  the  IRS  as  the 
"Team  of  The  Year"  for  their  work. 

As  a  way  to  help  the  IRS  explain  the  massive  changes  resulting 
from  the  Tax  Reform  Act  of  1986,  the  department  of  revenue,  the 
South  Carolina  Association  of  CPAs  and  the  IRS  formed  our  "Tax 
Talk"  partnership  we  spoke  of  earlier.  Key  people  in  this  were  Don 
Breihan,  and  Hunter  Howard,  and  Austin  Sheheen  in  the  back 
there.  This  ongoing  educational  effort  has  received  FTA  awards  for 
outstanding  educational  programs,  the  American  Institute  of  CPAs' 
public  affairs  award,  and  the  IRS  Commissioner's  award  for  public 
service. 

In  a  very  significant  venture,  again  which  was  referred  to  earlier, 
the  South  Carolina  Department  of  Revenue  and  the  IRS  pioneered 
efforts  in  electronic  filing  by  joining  together  in  the  first  combined 
Federal-State  electronic  filing  program  in  the  Nation.  The  success 
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of  the  pilot  program  has  now  spread  to  30  States  participating  in 
electronic  filing  programs.  About  300,000  South  Carolina  tax- 
payers, or  about  18  percent  of  those  that  filed,  filed  their  tax  re- 
turns electronically  this  year.  That  is  up  from  50,000  2  years  ago, 
so  we  are  looking  for  great  things  along  this  line.  Electronic  filing 
saves  time  and  dollars,  and  is  certainly  the  way  of  the  future. 

I  believe  you  now  have  a  pretty  good  sense,  Congressman,  of  the 
depth  of  our  joint  involvement.  The  department  of  revenue  and  the 
IRS  have  benefited  greatly  from  this  partnership.  Each  passing 
year  we  add  new  projects  to  it. 

Why  is  the  program  successful?  The  most  important  reason  is 
that  the  IRS  leadership  and  the  South  Carolina  Department  of 
Revenue  leadership  are  truly  committed  to  the  program,  all  the 
way  from  the  top  down.  They  are  believers.  We  view  the  tax  admin- 
istration as  a  team  approach;  we  believe  the  sum  of  the  parts  is 
greater  than  the  individual  segments.  In  team  efforts  we  double 
our  enforcement.  Simple  synergy  is  what  this  amounts  to. 

Also,  we  keep  the  atmosphere  informal.  We  welcome  the  IRS  into 
our  offices  as  though  they  are  our  employees.  Our  managers  have 
freedom  to  communicate  with  their  counterparts  in  the  IRS,  and  do 
so  frequently.  We  try  not  to  reinvent  the  wheel,  we  try  not  to  dupli- 
cate. We  exchange  this  information,  before  getting  into  new 
projects  we  check  to  see  what  the  IRS  has  done  along  this  line. 

The  Fed-State  joint  program  has  been  really  helpful  in  recent 
times.  During  the  last  recession — John,  you  will  appreciate  this — 
during  the  last  recession  we  were  forced  to  look  at  new,  innovative 
and  cost-efficient  ways  of  collecting  revenues.  Do  you  recognize 
those  words? 

Mr.  Drummond.  Yes. 

Mr.  Clarkson.  As  our  fiscal  resources  declined  and  our  forces  di- 
minished, our  reliance  on  Fed-State  opportunities  increased  to 
great  advantage. 

The  Fed-State  cooperative  effort  in  South  Carolina  was  visionary. 
Our  staffs  continue  to  look  for  ways  to  excel. 

As  you  have  heard,  we  have  a  common  customer,  the  South 
Carolina  taxpayer.  It  is  only  logical  that  through  combining  forces 
we  can  better  serve  that  customer.  If  we  can  lessen  the  cost  and 
inconvenience  to  the  taxpayer,  we  have  performed  a  great  service. 

The  Fed-Stale  program  when  viewed  nationally  has  huge  poten- 
tial. Each  State  must  develop  its  own  program  of  course.  What 
works  in  one  i:  ate  may  not  work  in  another,  but  the  national  po- 
tential is  there.  The  Lotal  results  could  be  monumental. 

The  bottom  line  is  the  Fed-State  program  makes  sense.  Both  vol- 
untary and  enforced  compliance  have  improved,  taxpayer  burden 
has  been  reduced,  costs  have  been  cut.  The  Fed-State  program  is 
not  just  a  gimmick,  we  are  really  talking  about  real  money,  and  the 
revenues  that  we  collect  under  these  programs  we  likely  won  d  not 
get  anyway. 

Now,  there  is  no  question  that  the  success  that  South  C.rolina 
has  enjoyed,  both  Federal  r.ud  State,  can  be  duplicated  throughout 
the  country.  The  commitment  must  be  from  top  to  bottom. 

On  a  very  practical  level,  we  really  need  each  other.  We  have 
hundreds  of  dedicated,  intelligent,  and  highly  motivated  profes- 
sionals in  both  agencies.  We  both  have  experts  in  many  areas  but 
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there  is  no  way  unless  we  double  the  size  of  each  agency  that  we 
can  accomplish  what  is  really  needed  absent  full  cooperation  of  the 
two  agencies. 

Our  customers,  the  taxpayers,  deserve  the  best  from  their  gov- 
ernments, and  the  Fed-State  program  offers  the  best  opportunity 
we  now  have  to  improve  service,  reduce  costs,  and  increase  effi- 
ciency. Our  taxpayers  expect  no  less,  and  we  plan  to  give  them  just 
what  they  expect. 

Thank  you,  Congressman.  It  is  my  pleasure  to  be  here  today. 

Mr.  Spratt.  Crawford,  thank  you  very  much. 

[The  prepared  statement  of  Mr.  Clarkson  follows:] 
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THE  SOUTH  CAROLINA  MODEL 
FOR  FED-STATE  PROGRAMS 

A.  Crawford  Clarkson,  Jr.,  Chairman 

South  Carolina  Department  Of  Revenue 

to  the 

Commerce,  Consumer  and  Monetary  Affairs  Subcommittee 

of  the  U.  S.  House  Committee  on  Government  Operations 

September  26,  1994 

Columbia,  South  Carolina 


Mr.  Chairman,  members  of  the  subcommittee,  ladies  and  gentlemen: 

As  Chairman  of  the  South  Carolina  Department  of  Revenue,  I  am  pleased  to  have  the 

opportunity  to  appear  before  you  and  discuss  with  you  the  very  fine  cooperative  relationship 

between  our  Department  and  the  Internal  Revenue  Service.  I  am  particularly  pleased  to  appear 

before  you  in  company  of  Margaret  Richardson,  Mike  Dolan,  Judy  Van  Alfen,  Bev  Monaco  and 

Tony  Ciotola.  This  is  an  outstanding  team  of  public  servants.  They  do  honor  to  our  city  and 

state  with  their  presence. 

Here  with  me  today  are  key  members  of  our  management  team: 

Greg  Frampton,  Executive  Director 

Gary  Turner,  Administrative  Services 

Bill  Bray,  Office  Services 

Marvin  Davant,  Field  Services 

Harry  Cooper,  Tax  Policy 

Kin  Purvis,  Property  Division 

Milton  Dufford,  Division  of  Motor  Vehicles 

At  this  juncture  a  bit  of  background  is  important.  At  the  federal  level,  the  Internal 

Revenue  Service  collects  federal  income  and  excise  taxes.  At  the  state  level,  the  South  Carolina 

Department  of  Revenue  collects  32  different  state  taxes.  At  the  local  level,  46  counties  collect 

property  taxes  and  miscellaneous  license  and  user  fees. 


52 


To  those  of  us  who  work  in  government,  the  differences  are  distinct.  Taxpayers, 
however,  see  no  difference  between  the  three  levels.  We  are  all  "the  government."  We  are 
generally  seen  as  one  big  tax  system  by  our  customers.  Therefore,  it  is  to  our  mutual  advantage 
to  make  certain  that  the  tax  system  at  all  levels  functions  efficiently  and  fairly. 

Through  intergovernmental  cooperation,  we  can  and  have  reduced  the  level  of  complexity 
placed  on  taxpayers.  Historically,  the  Fed-State  program  has  revolved  around  the  exchange  of 
tax  information,  primarily  the  IRS  sharing  computer  tapes  to  the  state  revenue  departments. 
Tapes  from  IRS  individual  and  business  master  files  are  a  major  source  for  compliance  in  most 
state  revenue  departments.  However,  as  technology  evolved  and  as  revenue  departments 
upgraded  their  revenue  systems,  the  IRS  soon  recognized  the  value  of  information  that  existed 
within  the  states.  The  states  then  began  to  share  information  from  their  databases. 

Since  both  organizations  have  the  same  mission,  product  and  customers,  it  follows 
obviously  that  coordination  of  activities 
would  be  good  for  taxpayers  and  tax  administrators  alike. 

An  overriding  concern  to  tax  administrators  everywhere  has  always  been  taxpayer 
burden.  How  can  we  reduce  the  amount  of  time,  expense  and  frustration  that  taxpayers 
encounter  when  dealing  with  the  tax  system? 

Through  shared  audit  reports  we  can  eliminate  one  of  the  visits  taxpayers  receive  from 
taxing  authorities.  Instead  of  doing  two  audits,  only  one  is  conducted  and  the  findings  shared. 

Our  shared  resources  give  both  the  Department  of  Revenue  and  the  IRS  a  wider  field  of 
expertise.  The  IRS  has  its  strengths  in  income  tax.  Our  strengths  are  in  sales  taxes,  property 
taxes  and  excise  taxes. 
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In  South  Carolina,  our  state  income  tax  law  is  tied  directly  to  the  Internal  Revenue  Code. 
Federal  taxable  income  is  the  starting  point  in  determining  state  tax  liability.  By  introducing  this 
method  of  state  income  taxation,  we  saved  taxpayers  and  practitioners  the  burden  of  learning  two 
tax  systems.  The  reward  for  the  state  is  greater  use  of  federal  data,  fewer  errors  on  our  tax 
returns  and  a  shorter,  simpler  tax  form. 

Programs  such  as  Volunteer  Income  Tax  Assistance  Program  (VITA)  and  Tax  Counseling 
for  the  Elderly  (TCE)  provide  one-stop  free  tax  assistance  for  taxpayers  with  special  needs. 
Through  joint  community  outreach  programs,  revenue  departments  are  able  to  get  better  media 
coverage.  Also,  the  taxpayer  is  able  to  receive  more  complete  training  in  joint  education 
programs  such  as  Understanding  Taxes,  Small  Business  Workshops  and  practitioners'  forums. 
Taxpayers  can  go  to  any  DOR  office  and  get  federal  tax  forms  and  vice  versa.  Incidentally,  the 
IRS  in  South  Carolina  is  efficiently  utilizing  office  space  made  available  by  the  Department  of 
Revenue  in  at  least  two  of  our  branch  offices  with  hopefully  more  to  come.  The  IRS  and  DOR 
in  South  Carolina  have  embarked  on  programs  that  tear  down  the  walls  separating  state  and 
federal  governments.  Our  concern  is  with  getting  the  job  done  at  minimum  cost  and  minimum 
taxpayer  inconvenience. 

Our  partnership  has  been  mutually  rewarding  for  both  agencies.  Each  of  us  is  able  to 
bring  profitable  elements  to  the  Fed-State  program  that  offer  distinct  advantages  to  both. 

For  instance,  in  this  state  where  there  are  more  than  5,000  businesses  with  liquor 
licenses,  our  legislature  has  directed  that  those  business  may  not  renew  their  licenses  if  they  are 
delinquent  in  state  or  federal  taxes.  This  new  codified  scheme,  now  extended  to  federal  taxes, 
we  believe  will  markedly  improve  compliance  for  the  IRS  in  this  industry. 
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Further  as  to  collections  during  this  filing  season,  the  Department  of  Revenue  collected 
more  than  $4  million  for  the  federal  government  through  our  debt  match  program.  Also,  a  joint 
total  quality  team  of  IRS  and  DOR  employees  studied  the  state  audit  reports  forwarded  from 
DOR  to  IRS  and  made  improvements.  The  results  meant  an  additional  $500,000  in  tax 
collections  for  the  South  Carolina  IRS  District.  This  system  has  the  potential  of  being  duplicated 
nationwide.  This  group  was  named  "Team  of  the  Year"  by  the  Internal  Revenue  Service. 

As  a  way  to  help  the  IRS  explain  the  massive  changes  resulting  from  the  Tax  Reform  Act 
of  1986,  the  Department  of  Revenue,  the  South  Carolina  Association  of  CPA's  and  the  IRS 
formed  our  "Tax  Talk"  partnership.  This  ongoing  education  effort  has  received  the  Federation 
of  Tax  Administrators  award  for  outstanding  taxpayer  education  programs,  the  American 
Institute  of  CPAs  public  affairs  award  and  the  IRS  Commissioners's  Award  for  Public  Service. 

In  a  very  significant  venture,  the  South  Carolina  District  of  the  IRS  and  the  Department 
of  Revenue  pioneered  efforts  in  electronic  filing  by  joining  together  in  the  first  combined 
federal-state  electronic  filing  program  in  the  nation.  The  success  of  our  pilot  program  has  now 
resulted  in  30  states  participating  in  joint  electronic  filing.  About  300,000  South  Carolina 
taxpayers  or  about  18%  filed  their  state  income  tax  returns  electronically  this  year.  This  is  up 
from  about  50,000  two  years  ago  and  there  is  no  telling  where  it  will  go.  Electronic  filing  saves 
time  and  dollars,  and  is  certainly  the  way  of  the  future. 

I  believe  you  now  have  a  sense  of  the  depth  of  our  joint  involvement.  The  Department 
of  Revenue  and  the  IRS  have  benefitted  greatly  from  this  partnership.  Each  passing  year  we  add 
to  the  list  of  cooperative  projects. 
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Effectively  we  have  added  much  increased  manpower  to  each  agency  without  hiring 
additional  personnel.  We  avoid  duplication  of  effort,  create  bottom-line  results  and  make  our 
processes  more  efficient. 

Why  is  South  Carolina's  Fed-State  program  successful? 

The  most  important  reason  lies  in  the  fact  that  the  top  leadership  in  the  IRS  is  completely 
committed.  They  are  believers.  There  would  be  no  success  except  that  in  South  Carolina  all  our 
key  players  are  committed  to  the  project  and  believe  strongly  in  its  effectiveness  and  in  its  future 
usefulness.  We  view  tax  administration  as  a  team  approach.  We  believe  the  sum  of  the  parts  is 
greater  than  the  individual  segments.  As  a  team,  and  by  combining  our  efforts,  we  more  than 
double  our  achievements.  Simple  synergy. 

Also,  we  keep  the  atmosphere  informal.  We  welcome  IRS  into  our  offices  as  though  they 
are  employees.  Our  managers  have  the  freedom  to  communicate  with  their  counterparts  at  IRS 
and  do  so  frequently.  We  try  not  to  reinvent  the  wheel.  If  we're  starting  a  new  program,  we  call 
IRS  to  see  if  they've  already  done  it. 

The  Fed-State  joint  programs  have  been  really  helpful  in  recent  times.  During  the  last 
recession,  we  were  forced  to  look  for  new  innovative  and  cost-efficient  ways  of  collecting 
revenue.  As  our  fiscal  resources  declined  and  our  forces  diminished,  our  reliance  on  Fed-State 
opportunities  increased  to  great  advantage. 

The  Fed-State  cooperative  effort  in  South  Carolina  was  visionary.  Our  staffs  look  for 
ways  to  excel,  to  go  beyond  what  is  expected.  Total  quality  and  topnotch  customer  service  are 
mandatory  in  todays  climate. 
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We  have  a  common  customer  -  the  South  Carolina  taxpayer.  And  it's  only  logical  that 
through  combining  forces  we  can  better  serve  that  customer.  If  we  can  lessen  the  cost  and 
inconvenience  to  the  taxpayer,  we  have  performed  a  great  service. 

The  Fed-State  program  when  viewed  nationally  has  huge  potential.  But  each  state  must 
develop  its  own  program.  What  works  in  one  state  may  not  work  in  another.  But  the  national 
potential  is  there.  The  total  results  could  be  monumental. 

The  bottom  line  is  the  Fed-State  program  makes  sense.  Both  voluntary  and  enforced 
compliance  have  improved,  taxpayer  burden  has  been  reduced,  costs  have  been  cut.  The  Fed- 
State  program  is  not  just  a  gimmick;  we're  talking  real  money  here,  revenue  that  likely  would 
not  be  collected  otherwise. 

There  is  no  question  that  the  success  South  Carolina  has  enjoyed  both  federal  and  state 
can  be  duplicated  throughout  the  country.  However,  the  commitment  must  be  from  top  to 
bottom. 

On  a  very  practical  level,  we  need  each  other.  We  have  hundreds  of  dedicated,  intelligent 
and  highly  motivated  professionals  in  both  agencies.  We  both  have  experts  in  many  areas.  But 
there  is  no  way  -  unless  we  double  the  size  of  our  agencies  -  that  we  could  accomplish  what  is 
needed  absent  cooperation. 

Our  customers  -  the  taxpayers  -  deserve  the  best  from  their  governments.  The  Fed-State 
program  offers  the  best  opportunity  we  now  have  to  improve  service,  reduce  costs  and  increase 
efficiency.  Taxpayers  expect  no  less.  It  is  our  plan  to  give  it  to  them. 
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Mr.  Spratt.  Why  do  you  not  keep  your  position  right  there  at  the 
mike  and  let  us  ask  you  just  a  few  questions  along  the  same  lines 
that  we  were  asking  Mr.  Breihan  and  the  Commissioner. 

What  are  the  other  areas  of  cooperation  that  you  still  have  not 
cultivated  yet?  What  potential  lies  ahead  of  us?  If  we  can  get  the 
computer  hardware,  the  software  applications,  what  can  you  do  in 
addition  that  will  eliminate  overlap  and  duplication? 

Mr.  Clarkson.  We  would  like  to  really  coordinate  the  audit  pro- 
gram and  the  enforcement  program  better  than  we  are  doing.  Nei- 
ther force  has  the  manpower  to  do  the  job  as  fully  as  we  would  like. 
We  have  been  cut  back,  Senator,  as  you  well  know,  on  our  appro- 
priations. We  need  more  people  in  the  field.  These  people  can  ex- 
change information  with  the  IRS.  There  is  no  sense  in  having  two 
auditors  on  the  same  taxpayer.  We  can  exchange  this  information 
better. 

As  the  program  begins  to  improve,  as  the  computers  become 
more  compatible  and  we  are  able  to  exchange  information,  I  think 
we  can  meld  together  and  the  two  agencies  could  produce — I  hesi- 
tate to  use  the  term  100  percent  coverage,  but  we  could  come  close. 

Mr.  Spratt.  Mr.  Mungo  who  will  testify  in  just  a  minute  sug- 
gests in  his  prepared  testimony  that  if  you  had  the  same  employer 
ID  number  this  would  facilitate  W-2  filing. 

Mr.  Clarkson.  I  am  sure  it  would. 

Mr.  Spratt.  Is  that  a  problem? 

Mr.  Clarkson.  I  do  not  see  how  it  could  possibly  be  a  problem. 
We  are  using  the  IRS  ID  number  now.  What  are  you  talking  about, 
Mr.  Mungo? 

Mr.  Mungo.  I  was  talking  about  on  the  W-2  itself.  We  have  to 
enter  a  Federal  ID  number,  and  then  the  State  has  a  different 
identification  number. 

Mr.  Frampton.  That  is  the  State  file  number  you  are  talking 
about,  that  is  our  internal  number. 

Mr.  Spratt.  I  recall  from  practice — they  cannot  hear  you  in  the 
back  of  the  room — I  recall  from  my  practice  some  years  ago  that 
you  had  a  division  of  labor  in  the  estate  tax  division — South  Caro- 
lina handled  estates  of  a  certain  size,  and  above  that  size  the  Inter- 
nal Revenue  Service  handled  all  the  estates.  Do  you  still  have  that 
sort  of  division,  and  is  that  true  in  income  as  well  as  estate  tax  au- 
diting? 

Mr.  Clarkson.  That  is  not  true  in  income,  but  it  is  true  in  estate 
taxes. 

What  we  did  several  years  ago  was  we  eliminated  the  inherit- 
ance tax  law,  which  was  a  mess — it  came  down  from  the  1870's — 
we  eliminated  that  and  instituted  an  estate  tax  law  which  par- 
alleled the  Federal  rules,  and  then  the  IRS  enforcement  section 
and  State  tax  commission  at  the  time  divided  up  the  estates.  We 
did  not  duplicate  it,  and  it  was  a  very  effective  and  efficient  sys- 
tem. We  still  have  that  in  effect. 

I  am  not  sure  where  the  breaking  point  is.  I  believe  we  just  di- 
vide them  up.  How  do  we  do  that,  Greg? 

Mr.  Frampton.  We  do  not  quite  have  the  presence  that  we  used 
to  have  because  our  laws  have  changed.  We  are  relying  almost  ex- 
clusively on  the  Federal  system  today  as  opposed  to  where  we  were 
in  the  past.  We  divide  the  territory  up  in  a  little  different  way. 
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Mr.  Clarkson.  And  we  have  now  changed  again,  we  are  going 
to  a  credit  system,  we  only  have  the  estate  tax  credit,  and  we  have 
eliminated  gift  tax — we  left  that  to  you. 

Mr.  Spratt.  Is  there  any  reason  that  any  other  State  should  not 
be  able  to  do  what  you  have  been  able  to  do  in  South  Carolina? 
Size,  personnel? 

Mr.  Clarkson.  As  limited  as  we  are,  if  we  can  work  out  some- 
thing like  this,  it  is  certainly  available  to  other  States. 

I  think  some  statutory  changes  have  to  be  made  in  the  State  tax 
laws  in  the  other  States  to  do  this.  It  could  be  done. 

You  know,  if  you  want  to  look  way  down  the  road,  Congressman, 
and  look  at  Senator  Hollings'  VAT  tax,  or  national  sales  tax,  what- 
ever comes  out  of  the  hopper,  the  States  and  the  Feds  could  divide 
up  that  territory,  give  the  Feds  the  income  tax  and  we  could  take 
the  sales  tax.  It  is  a  real  simple  system,  it  would  work  very  well 
without  building  a  whole  new  army  of  examiners. 

I  think  if  you  will,  just  kind  of  tuck  that  back  of  your  head,  be- 
cause we  are  not  going  to  get  anything  like  that  any  time  soon,  but 
some  time  I  think  we  are  going  to  have  it. 

Mr.  Spratt.  Thank  you  very  much. 

Senator  Drummond. 

Mr.  Drummond.  I  just  want  to  commend  you,  not  only  you,  but 
your  entire  staff,  we  are  proud  of  you. 

And  I  did  not  realize  you  had  asked  for  additional  field  people, 
because  every  time — you  have  asked  before  and  I  believe  you  got 
them  because  you  always  promised  us  that  "We  will  pay  you  10  to 
1  for  them." 

Mr.  Clarkson.  And  we  still  make  that  promise. 

Mr.  Drummond.  That  is  a  pretty  good  deal. 

Mr.  Clarkson.  We  still  make  that  promise,  but  after  it  leaves 
your  committee  I  do  not  know  what  happens,  but  we  never  end  up 
with  the  money.  [Laughter.] 

Mr.  Drummond.  I  know  where  it  happens,  it  probably  happens 
in  the  conference  committee,  but  I  was  chairing  that  also,  and  I  do 
not  remember  voting  on  it. 

Mr.  Clarkson.  All  right,  sir.  We  are  counting  on  you. 

Mr.  Drummond.  Let  us  go  after  it,  then.  We  will  go  after  it  this 
year,  and  especially  in  the  Federal  arena  on  that  excise  tax.  That 
really  did  my  heart  good  when  I  saw  what  you  were  doing. 

Mr.  Clarkson.  Congressman,  thank  you  for  this  opportunity, 
thank  you  for  having  Commissioner  Richardson  here.  This  is  a  real 
honor,  she  is  not  in  every  State.  This  is  a  real  honor  to  have  her 
here. 

Mr.  Spratt.  Well,  indeed  it  is  an  honor  to  have  her  here,  but  we 
have  got  a  good  story  to  tell,  and  we  wanted  to  put  it  on  the  record 
and  take  it  back  to  Washington  and  say  "This  is  an  example  that 
can  and  should  be  followed  elsewhere."  That  is  why  we  are  here. 

Mr.  Clarkson.  All  right,  sir. 

Mr.  Spratt.  Thank  you  very  much. 

Mr.  Clarkson.  Thank  you. 

Mr.  Spratt.  Mr.  Mungo,  Robert  L.  Mungo  of  Lancaster  of  the 
Tax  Preparers'  Council.  Mr.  Mungo,  if  you  would  come  up  to  the 
podium. 
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We  have  your  testimony  also,  if  you  wish  to  summarize  it  you 
can,  we  will  make  it  part  of  the  record. 

STATEMENT  OF  ROBERT  L.  MUNGO,  PRESIDENT,  SOUTH 
CAROLINA  TAX  COUNCIL 

Mr.  Mungo.  Thank  you  very  much,  Mr.  Chairman  and  Senator 
Drummond,  for  giving  me  an  opportunity  to  be  here  today  and  dis- 
cuss the  partnership  with  the  Internal  Revenue  Service  and  the  de- 
partment of  revenue  of  South  Carolina. 

During  the  first  few  years  that  we  had  electronic  filing  it  was 
very  confusing  for  the  taxpayer.  A  lot  of  them  did  not  understand 
when  they  filed  the  Federal  electronically  that  they  had  to  come 
back  into  our  office  and  pick  up  their  State  and  file  it  manually. 
So  whenever  South  Carolina  and  the  Federal  formed  their  partner- 
ship it  cleared  up  a  lot  of  confusion  that  the  taxpayers  had. 

We  have  also  taxpayers  who  have — in  our  State  of  South  Caro- 
lina it  is  a  little  bit  unique  maybe  than  some  of  the  other  States — 
most  taxpayers  in  South  Carolina  actually  have  a  larger  State  re- 
fund than  they  do  the  Federal.  Since  their  State  refund  was  the 
larger,  it  took  away  a  little  bit  of  the  incentive  to  file  electronically 
because  they  could  not  do  the  State  electronically.  They  said  if  they 
had  to  mail  one  in,  they  might  as  well  mail  them  both.  We  now 
see  taxpayers  who  actually  file  electronically  who  would  not  in  the 
past  because  their  State  refund  is  larger  and  they  have  some  incen- 
tive to  file  electronically. 

The  other  thing  we  see  is  people  who  may  owe  the  Federal  some 
additional  tax,  but  yet  they  have  a  State  refund  due.  We  are  seeing 
these  people  file  electronically  so  that  they  can  get  their  State  re- 
fund back  faster,  and  use  that  State  money  to  pay  the  Federal.  So 
that  has  brought  a  lot  more  people  into  electronic  filing  that  would 
not  be  there  if  we  did  not  have  a  State  filing. 

In  our  office  in  Lancaster  we  file  approximately  1,100  returns 
electronically.  Of  those  returns,  we  only  nave  a  few  that  do  not  file 
the  State  along  with  the  Federal. 

Most  of  these  fall  into  two  categories.  One  of  the  categories  is 
people  who  work  out  of  State.  In  Lancaster  I  am  only  a  few  miles 
from  the  North  Carolina  line,  so  we  have  a  lot  of  people  who  cross 
over  into  North  Carolina.  The  department  of  revenue  so  far  does 
not  allow  us  to  file  those  electronically.  It  is  my  hope  that  some- 
thing can  be  worked  out  there  in  the  future,  because  of  the  returns 
that  we  file  electronically  that  do  not  file  the  State,  99  percent  of 
them  in  our  office  are  because  of  this  reason,  and  I  firmly  believe 
that  if  the  department  of  revenue  would  look  at  it  with  the  tax  pre- 
parers we  could  figure  out  a  way  to  get  around  that  and  bring 
those  people  in. 

The  other  group  that  we  have  that  does  not  file  the  State  with 
the  Federal  are  people  who  maybe  prepare  the  returns  themselves, 
and  then  bring  them  in  to  us  to  file  electronically.  A  lot  of  those 
people  do  not  know  that  they  can  file  the  State,  and  they  have  al- 
ready mailed  in  their  State  when  they  come  in  to  us.  Of  course,  we 
are  trying  to  educate  these  people. 

I  would  like  to  commend  the  two  partners  on  the  way  they  de- 
signed the  piggyback  system.  By  piggyback,  I  mean  we  only  have 
to  key  in  the  data  in  our  computer  one  time,  both  returns  are 
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transmitted  with  one  file,  with  one  telephone  call.  The  Internal 
Revenue  Service  then  transmits  the  State  return  to  Columbia  for 
us.  This  results  in  a  much  lower  preparation  fee  than  if  we  had  to 
transmit  both  returns  separately. 

You  mentioned  earlier  the  fees  involved  in  filing  electronically. 
We  have  two  fees.  We  have  a  preparation  fee  for  preparing  the  re- 
turn, and  then  we  have  an  electronic  filing  fee.  I  think  in  the  fu- 
ture we  will  see  that  fee  decrease,  and  eventually  probably  be 
eliminated. 

Presently,  we  charge  an  additional  charge  for  the  State  return 
filed  electronically,  and  it  is  20  percent  of  what  we  charge  to  file 
the  Federal  electronically.  So  in  essence  I  guess  you  could  say  the 
partnership  program  is  saving  the  taxpayers  80  percent  of  the  elec- 
tronic filing  fee  as  it  now  stands. 

Mr.  Chairman,  you  have  been  asking  about  other  areas  that  we 
could  move  into  with  this  partnership.  One  of  the  areas  that  I  see 
is  the  W-2  filings.  I  am  a  little  disappointed  that  I  haven't  heard 
this  already  today. 

The  W-2  filing  seems  to  me  as  if  it  is  halfway  there  already.  We 
put  our  W-2s  on  a  computer  disk,  on  a  floppy  is  what  we  call  it, 
not  quite  as  elaborate  as  that  laser  and  we  send  them  to  the  Social 
Security  Administration,  then  we  make  another  floppy  and  we  have 
to  send  it  to  Columbia.  And  then  I  believe  the  Social  Security  peo- 
ple then  have  to  forward  the  W-2  information  to  the  Internal  Reve- 
nue Service.  Why  don't  we  just  go  ahead  and  follow-up  on  that  and 
file  them  completely  electronically  to  one  location,  and  then  have 
the  other  two  split  off.  There  are  three  different  groups  that  have 
to  have  them. 

Another  area  that  I  think  would  be  beneficial  to  both  the  part- 
ners is  assigning  the  employer  identification  number  as  you  al- 
luded to  a  moment  ago.  This  could  possibly  be  a  great  tool  in  spot- 
ting the  fraudulent  W-2s  also.  The  Internal  Revenue  Service  has 
already  started,  or  soon  will  start  checking  the  employer  identifica- 
tion numbers  on  the  W-2  before  issuing  a  refund  check. 

Since  I  wrote  this  testimony  I  have  spoken  with  some  of  the  staff 
there  with  the  Internal  Revenue  Service,  Judy  I  believe  it  was,  and 
she  told  me  that  they  are  looking  into  that,  but  they  have  not  got- 
ten there  yet. 

My  thoughts  are  if  we  knew  that  a  W-2  was  legitimate  before 
we  issued  the  refund  check,  then  naturally  we  would  cut  out  a  lot 
of  the  fraudulent  returns.  Of  course  I  know  we  have  got  to  look  at 
cost  efficiency,  I  understand  that. 

Right  now,  you  know,  technically,  Mr.  Chairman,  I  could  pick  up 
the  phone  and  call  the  Internal  Revenue  Service  and  give  them 
your  data — although  I  probably  could  not  use  you  because  you  are 
most  distinguished  and  they  would  know  as  soon  as  I  said  Spratt — 
but  anyway,  if  I  used  another  person's  name,  address,  and  Social 
Security  number  I  could  I  could  get  a  Federal  ID  number  issued 
and  nobody  would  know  the  difference.  Then  I  could  prepare  bogus 
W-2  forms,  and  I  could  file  those  W-2  forms  electronically  and  get 
refunds.  By  the  time  the  IRS  finds  out  about  it,  I  am  gone. 

So  I  think  if  we  keyed  in  on  the  Federal  identification  number — 
let  us  not  issue  those  things  until  we  do  a  little  bit  of  background 
check. 
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Mr.  Clarkson  mentioned  about  the  department  of  highways.  Why 
can't  we  require  the  driver's  license  number  on  the  application?  At 
least  check  and  make  sure  the  address  is  correct.  Why  can't  the  In- 
ternal Revenue  Service  check  this  application,  or  match  it  with  this 
1040  laser  disk  to  make  sure  that  the  information  is  correct  as  far 
as  name,  address,  and  Social  Security  number  and  driver's  license. 
Let  us  do  a  little  checking,  and  then  when  the  returns  come  in  let 
us  check  the  Federal  ID  number  to  make  sure  that  they  match.  If 
all  that  matches,  the  number  of  fraudulent  returns  is  going  to  be 
reduced. 

Of  course,  as  I  said,  I  know  there  is  some  cost  involved  in  that. 
You  have  already  mentioned  the  difficulty  of  more  money,  so  these 
ideas  may  fall  into  the  area  of  being  idealistic.  I  do  not  know.  I  am 
saying  let  us  discuss  it  at  least  and  see  what  can  be  done. 

As  we  look  into  the  future,  we  see  more  and  more  data  transmit- 
ted electronically.  This  will  reduce  the  cost  of  processing  for  every- 
body. People  will  always  try  to  outsmart  the  system.  I  believe  that 
sharing  information  is  the  best  way  to  combat  this  problem.  By 
sharing  information  with  each  other  in  a  very  fast  process,  we  can 
use  the  information  highway  as  an  advantage  instead  of  a  dis- 
advantage. 

Mr.  Chairman,  this  concludes  my  prepared  testimony.  Again,  I 
would  like  to  say  thank  you  for  inviting  me  here.  If  there  are  any 
questions,  I  would  be  glad  to  try  to  answer  them. 

[The  prepared  statement  of  Mr.  Mungo  follows:] 


a 


62 


MUNGO  TAX  SERVICE  Booking 

1107  Chesterfield  Ave. 
Lancaster,  S  C  29720 
803-283-9988    IncomeTaz 


Testimony  of  Robert  L  Mungo  EA,  ATA 

Partner  in  "Mungo  Tax  Service" 
President,  "South  Carolina  Tax  Council" 

Mr.  Chairman  and  distinguished  members  of  the  subcommittee,  I 
appreciate  the  opportunity  to  be  here  today  and  discuss  the 
partnership  between  the  Internal  Revenue  Service  and  the  South 
Carolina  Department  of  Revenue.  During  the  first  few  years  when  the 
IRS  allowed  electronic  filing  and  South  Carolina  did  not,  many 
taxpayers  were  confused.  They  couldn't  understand  why  they  had  to 
mail  the  state  return  if  they  didn't  have  to  mail  the  federal.  Some 
wouldn't  file  the  federal  electronically  because  they  said  they  had 
to  mail  one,  they  might  as  well  mail  them  both.  Some  never  came 
back  into  our  office  to  pick  up  the  state  return  because  they 
thought  we  had  transmitted  both.  In  our  state  many  taxpayers  get  a 
larger  refund  from  the  state  than  the  federal  and  would  have  filed 
electronically  if  they  could  have  filed  the  state  also. 

When  the  Internal  Revenue  Service  formed  the  partnership  with  the 
South  Carolina  Department  of  Revenue  a  lot  of  the  confusion  was 
cleared  up.  It  was  natural  to  think  that  if  you  filed 
electronically,  you  didn't  have  to  mail  anything  in.  Those 
taxpayers  who  had  a  larger  state  refund  than  federal,  starting 
filing  electronically  to  get  their  state  refund  back  faster. 
Taxpayers  who  owed  the  federal  additional  money  started  filing 
electronically  to  get  their  state  refund  back  guickly  and  use  it  to 
pay  the  federal.  The  net  result  of  the  partnership  is  that  we  now 
have  taxpayers  filing  electronically  that  otherwise  would  not. 

In  our  office  in  Lancaster  we  file  approximately  1100  returns 
electronically.  Of  those  returns  we  only  have  a  few  that  don't  file 
the  state  along  with  the  federal.  Most  of  these  fall  into  two 
categories.  Some  have  out  of  state  income  and  therefore  don't 
qualify  for  state  filing.  Some  prepare  their  own  return  and  mail  in 
their  state  refund  before  they  come  to  us  for  electronic  filing, 
not  realizing  that  they  could  have  filed  both.  Of  the  returns  that 
we  prepare  and  that  qualify,  we  have  less  than  1%  that  don't  file 
the  state  electronically  with  the  federal. 

I  would  also  like  to  commend  the  two  partners  on  the  way  they 
designed  the  piggyback  filing.  We  only  have  to  enter  the  data  in 
the  computer  one  time  for  both  returns.  Both  returns  are 
transmitted  as  one  file  on  the  same  telephone  call.  The  Internal 
Revenue  Service  then  transmits  the  state  return  to  Columbia  for  us. 
This  results  in  a  much  lower  preparation  fee  than  if  we  had  to 
transmit  both  returns.  In  fact,  in  our  office  the  cost  to  file  the 
state  is  only  20%  of  the  cost  to  file  the  federal,  a  savings  of 
80%.  It's  my  personal  hope  that  this  partnership  can  be  expanded 
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into  other  areas,  especially  in  business  and  payroll  returns.  As 
more  and  more  returns  are  accepted  electronically,  it  makes  sense 
to  piggyback  the  state  along  with  it.  The  savings  to  the  taxpayers 
and  the  states  could  be  multiplied  in  the  future  if  the  partnership 
is  expanded.  One  area  that  seems  ready  is  the  W-2  filing.  We  are 
already  filing  them  on  a  computer  disk  to  both,  but  separately. 

Another  area  that  I  think  would  be  beneficial  to  both  partners  is 
in  assigning  Employer  Identification  Numbers.  This  could  possibly 
be  a  great  tool  in  spotting  fraudulent  W-2's.  The  Internal  Revenue 
Service  has  already  started  or  soon  will  start,  checking  the 
Employer  Identification  Number  on  the  w-2's  before  issuing  a  refund 
check.  Some  of  these  people  who  file  fraudulent  w-2's  will  feel 
safe  getting  ID  numbers  from  the  federal.  They  don't  feel  as  safe 
in  filing  an  application  with  the  state,  and  since  its  not  checked 
they  don't  bother.  If  the  Internal  Revenue  Service  would  check  both 
the  federal  and  state  numbers  it  would  be  much  harder  to  get  a 
fraudulent  w-2  processed.  The  application  should  be  a  joint 
application,  the  federal  would  send  the  state  the  data  it  needs 
along  with  the  ID  number  they  have  assigned,  the  state  would  then 
notify  the  federal  of  the  number  they  have  assigned.  I  also  believe 
the  federal  should  check  the  person's  name,  address,  and  social 
security  number  with  their  1040  file  before  issuing  a  number,  but 
that's  another  matter. 

As  we  look  into  the  future,  we  see  more  and  more  data  transmitted 
electronically.  This  reduces  the  cost  of  processing  for  everyone. 
People  will  always  try  to  outsmart  the  system.  I  believe  that 
sharing  information  is  the  best  way  to  combat  this  fraud.  By 
sharing  information  with  each  other  in  a  very  fast  process,  we  can 
use  the  information  highway  as  an  advantage,  instead  of  a 
disadvantage . 

Mr.  Chairman,  this  concludes  my  prepared  testimony.  Again,  I 
appreciate  the  opportunity  to  be  here  today  and  will  be  glad  to 
answer  any  questions  this  subcommittee  might  have. 


Robert  L.  Mungo  EA,  ATA 
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Mr.  Spratt.  Mr.  Mungo,  let  me  clear  up  one  misconception.  The 
IRS  treats  me  as  any  other  taxpayer.  A  couple  years  ago  I  sent  it 
in  the  same  envelope  to  save  29  cents  not  only  my  quarterly  dec- 
laration, but  my  three  daughters'  as  well,  writing  a  check  on  each 
of  my  accounts.  They  put  all  of  those  checks  on  my  tax  return,  and 
then  sent  my  three  daughters  notices  that  they  were  delinquent  in 
payment  of  their  quarterly  return.  It  took  me  12  months  to  get  that 
cleared  up. 

Ms.  Richardson.  Mr.  Chairman,  with  Tax  Systems  Moderniza- 
tion that  would  not  have  happened.  [Laughter.] 

Mr.  Spratt.  I  hope  so.  I  am  not  going  to  open  the  hearing  up  to 
other  anecdotal  accounts  like  that. 

Let  me  ask  you  this.  You  mentioned  the  tax  filing  fee,  and  I  do 
not  begrudge  you  the  $30  or  whatever  the  charge  may  be.  Is  that 
a  barrier  for  most  taxpayers  when  you  tell  them  you  can  file  it  elec- 
tronically, but  they  have  to  pay  an  additional  fee?  Is  that  a  deter- 
rent to 

Mr.  Mungo.  Yes,  sir,  it  is  a  deterrent.  Out  of  those  1,100  returns 
I  think  we  filed  electronically,  I  believe  somewhere  around  900  of 
those  are  filed  on  what  we  call  refund  anticipation  loans,  and  those 
people  of  course  usually  are  in  a  real  hurry.  And  the  fee,  our  fee 
is  withheld  from  their  check. 

Excluding  those  people,  that  only  leaves  about  200  people  who 
file  electronically  and  actually  write  us  a  check  for  the  $25.  It  is 
25  for  the  Federal,  and  5  for  the  State. 

Mr.  Spratt.  On  an  average,  how  much  faster  is  it  in  terms  of 
getting  a  refund  if  you  file  electronically? 

Mr.  Mungo.  It  has  been  my  experience,  and  I  do  not  want  to  con- 
flict with  anything  Ms.  Richardson  said  earlier — she  mentioned  I 
believe  2  to  6  weeks  to  get  the  Federal  refund — most  Federal  re- 
funds are  probably  from  6  to  8  or  9  weeks,  especially  say  from  the 
first  of  February  on.  Electronic  returns  usually  take  about  2  weeks, 
so  you  are  decreasing  your  refund  time  by  at  least  4  weeks,  and 
sometimes  6. 

But  now  the  refund  anticipation  loan  program,  those  people  nor- 
mally get  their  refund  within  24  hours,  minus  the  additional  fees. 

Mr.  Spratt.  Now,  for  your  clients  who  want  to  get  the  State  tax 
refund  to  pay  the  Federal  tax  obligation,  you  can  still  file  a  joint 
return  and  aefer  the  payment  of  Federal  taxes  until  April  15,  or 
the  due  date? 

Mr.  Mungo.  That  is  exactly  right.  The  Internal  Revenue  Service 
will  mail  you  a  voucher  on  or  about  mid  April  when  it  is  due,  and 
the  taxpayer  they  will  send  in  their  balance  due. 

And  I  must  compliment  the  department  of  revenue.  Most  of  those 
people  who  do  that,  they  generally  get  their  State  refund  back  in 
about  8  or  10  days.  They  seem  to  be  a  little  bit  quicker  than  the 
Federal. 

Mr.  Spratt.  Do  you  think  that  electronic  filing  lends  itself  to 
fraud  more  than  the  paper  filing? 

Mr.  Mungo.  Actually  I  did  at  first,  Mr.  Chairman,  but  the  more 
I  am  looking  at  it  and  understand  it,  as  president  of  the  South 
Carolina  Tax  Council  we  have  been  looking  into  this  fraud  quite  a 
bit,  and  I  am  beginning  to  feel  that  the  opposite  is  true. 
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If  we  are  smart,  I  believe  we  can  use  the  electronic  filing  to  actu- 
ally reduce  the  fraud.  If  you  could  picture  a  person  coming  into  my 
office  with  a  bogus  W-2,  he  only  has  to  wait  24  hours  to  get  his 
money  and  run.  If  he  had  to  wait  around  for  2  weeks,  then  he 
might  not  be  as  brave. 

It  is  my  belief  that  if  we  could  check  the  Federal  ID  numbers, 
we  could  find  out  that  W-2  is  bogus,  and  we  could  be  in  their 
house  in  24  hours.  So,  we  could  use  electronic  filing  to  actually 
deter  the  fraudulent  returns. 

Mr.  Spratt.  Thank  you  very  much  for  your  testimony,  but  wait, 
Senator  Drummond  I  am  sure  has  some  questions  for  you. 

Mr.  Drummond.  I  just  want  to  commend  you  for  your  organiza- 
tion, and  especially  looking  into  the  fraud. 

I  will  come  back  to  it,  I  want  to  pay  my  fair  share,  and  I  want 
everyone  else  to  pay  theirs. 

Mr.  Mungo.  Thank  you,  sir. 

Mr.  SPRATT.  Thank  you  very  much,  Mr.  Mungo.  Your  testimony 
has  been  particularly  useful. 

Now,  our  final  panel  consists  of  Hunter  Howard  and  Austin 
Sheheen,  if  they  would  come  forward,  please. 

I  beg  your  pardon.  Dick. 

Mr.  Peterson.  Let  the  record  show  counsel,  Richard  Peterson, 
talking. 

Mr.  Mungo,  you  submitted  a  recommendation  to  Chairman 
Spratt  some  months  ago  having  to  do  with  purging  the  system  of 
fraudulent  tax  returns.  Are  you  aware  of  the  fact  that  Commis- 
sioner Richardson  has  prepared  a  revenue  proclamation  incorporat- 
ing some  of  those? 

Mr.  MUNGO.  Yes.  Yes,  I  have.  I  spoke  with  her  briefly  a  moment 
ago  about  that,  and  that  is  when  she  introduced  me  to  Judy — and 
I  am  sorry,  I  cannot  remember  Judy's  last  name 

Ms.  Richardson.  Van  Alfen. 

Mr.  Mungo.  Van  Alfen.  Apart  from  not  being  able  to  remember 
it,  I  probably  have  trouble  pronouncing  it.  I  am  sorry. 

But,  yes,  I  spoke  with  her  about  that,  and  to  follow  up  on  that 
if  I  may,  because  the  other  avenue  of  doing  away  with  the  fraud 
is  looking  at  the  preparers.  We  know  we  have  a  lot  of  unscrupulous 
preparers  out  there.  People  can  go  into  car  washes,  and  bowling 
alleys  and  get  their  return  transmitted,  or  prepared. 

It  is  also  my  association's  belief  that  if  we  did  a  little  more  back- 

f round  checking  on  preparers,  and  even  go  so  far  as — I  know  they 
o  not  like  the  work  "license,"  but  it  is  our  association's  feeling  that 
we  need  to  know  who  the  preparers  are,  make  some  requirements, 
licensing,  CPE  hours  or  whatever,  but  let  us  clean  up  the  preparers 
also. 

Ms.  Richardson.  I  would  like  to  just  say  that  many  of  the  meas- 
ures that  we  are  going  to  be  implementing  for  next  year,  including 
those  announced  in  our  revenue  procedure,  came  about  as  a  result 
of  comments  from  the  South  Carolina  Tax  Council,  Mr.  Mungo  and 
others,  so  I  think  that  is  another  example  of  a  partnership  not  with 
the  State  government,  but  with  tax  practitioners  who  really  care 
about  making  sure  that  the  system  does  work,  and  it  works  for  the 
people  that  are  paying  the  taxes  properly,  so  we  thank  you  very 
much  for  your  input. 
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Mr.  Drummond.  Mr.  Mungo,  when  you  are  talking  about  the  tax 
preparers  and  when  they  file,  let  me  say  if  someone  was  preparing 
the  tax  for  me  and  I  am  responsible  for  the  fraud,  is  the  preparer 
also  liable  when  he  files  a  fraudulent  return? 

Mr.  Mungo.  Yes.  There  is  a  fine  line  there.  If  we  know  the  infor- 
mation given  to  us  is  incorrect  or  if  a  preparer  leads  the  taxpayer 
into  answering  the  questions  in  the  way  to  increase  his  refund, 
then,  yes,  he  is  involved  in  a  fraud  just  as  much  as  the  taxpayer. 

But  if  a  taxpayer  gives  me  the  information  and  answers  all  the 
questions  on  his  own  and  I  have  no  other  knowledge,  then  I  am  not 
subject  to  fraud. 

Mr.  Spratt.  Mr.  Mungo,  thank  you  very  much. 

Now,  our  final  panel  of  witnesses  is  Mr.  Austin  Sheheen  rep- 
resenting the  South  Carolina  Association  of  Certified  Public  Ac- 
countants, and  Mr.  Hunter  Howard. 

Mr.  Sheheen,  if  you  would  like  to  go  first,  we  will  take  you  first. 

STATEMENT  OF  AUSTIN  M.  SHEHEEN,  SOUTH  CAROLINA 
ASSOCIATION  OF  CERTIFIED  PUBLIC  ACCOUNTANTS 

Mr.  Sheheen.  Mr.  Chairman,  Senator  Drummond,  other  distin- 
guished guests  and  visitors: 

My  name  is  Austin  Sheheen,  and  I  am  a  practicing  certified  pub- 
lic accountant  from  Camden,  SC.  I  am  indeed  grateful  for  the  privi- 
lege of  appearing  before  this  committee  for  the  purpose  of  making 
comments  on  the  partnership  between  the  IRS  and  the  State  of 
South  Carolina  Department  of  Revenue,  and  the  efforts  by  the  IRS 
to  deliver  refund  checks  to  the  taxpayers. 

For  the  past  35  years  I  have  been  engaged  in  the  practice  of  pub- 
lic accounting,  with  primary  emphasis  on  tax  services.  My  firm  pre- 
pares approximately  3,000  tax  returns  each  year. 

As  an  integral  part  of  this  practice  I  have  been  exposed  to  hun- 
dreds, and  perhaps  thousands  of  contacts  with  the  Internal  Reve- 
nue Service  and  the  South  Carolina  Department  of  Revenue.  With 
rare  exception  in  those  years  have  I  ever  encountered  a  lack  of  as- 
sistance, an  unprofessional  agent,  an  unethical  episode,  or  any 
other  negative  relationship  witn  these  agencies.  There  has  always 
been  an  air  of  willingness  to  assist,  and  an  understanding  of  the 
need  to  serve  the  taxpayer  as  a  customer. 

During  my  tenure  as  president  of  the  South  Carolina  Association 
of  CPAs,  a  unique  and  innovative  partnership  between  the  Internal 
Revenue  Service,  the  then  South  Carolina  Tax  Commission,  and 
the  South  Carolina  Association  of  CPAs  was  born.  It  was  dubbed 
"Tax  Talk  1987,"  and  was  the  first  experiment  of  such  a  nature  in 
the  United  States.  The  program  was  a  public  information  and  edu- 
cational campaign  to  assist  taxpayers  in  avoiding  confusion  result- 
ing from  the  massive  tax  law  changes  in  1986.  That  program  in- 
volved personal  news  conferences  around  the  State  of  South  Caro- 
lina in  which  then  Commissioner  Gibbs,  Director  Breihan,  Commis- 
sioner Howard,  and  myself  met  with  the  leading  newspaper  editors, 
and  which  resulted  in  a  great  public  awareness  from  the  media 
coverage  of  the  new  joint  effort  by  the  three  groups  to  assist  them 
in  the  tax  area. 

South  Carolina  had  adopted  the  Federal  tax  code  by  reference, 
became  the  first  State  to  provide  the  electronic  filing  of  both  the 
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Federal  and  State  returns  by  a  single  filing  with  the  IRS,  and  thus 
began  a  partnership  that  has  been  enlarged  and  still  endures  until 
today. 

Speakers  for  civic  clubs,  newspaper  articles,  workshops,  tele- 
vision appearances,  and  other  resources  are  now  provided  from  the 
three  agencies.  The  results  were  unbelievable. 

The  first  year  of  the  program  resulted  in  the  rate  of  filings  up 
by  3  percent.  The  overall  error  rate  decreased,  allowing  for  faster 
processing.  The  program  resulted  in  the  agency's  receiving  the 
AICPA  1988  communication  award  of  excellence,  and  the  IRS  for- 
mally recognized  both  the  South  Carolina  Tax  Commission  and  the 
South  Carolina  Association  of  CPAs. 

Commissioner  Gibbs,  Chairman  Howard,  Director  Breihan  and  I 
were  invited  to  address  the  convention  of  the  50  State  taxing  au- 
thorities held  in  Canada  in  1988.  Since  this  first  effort  in  1987 
other  States  have  now  instigated  similar  partnerships,  and  South 
Carolina  continues  to  participate  annually  in  this  event. 

Our  objective  observation  must  conclude  that  the  partnership  has 
produced  many  benefits  for  the  taxpayers,  and  both  the  IRS  and 
the  South  Carolina  Department  of  Revenue. 

I  strongly  recommend  and  endorse  as  much  cooperation  between 
the  taxing  authorities  and  the  professional  preparers  that  would 
allow  each  to  meet  its  obligations  and  goals,  while  serving  the  tax- 
payers. 

Mr.  Chairman,  I  might  deviate  from  my  comments  a  moment  to 
say  that  I  personally  believe  that  any  preparer  that  is  a  profes- 
sional should  be  penalized  on  the  first  instance  of  any  fraudulent 
effort  on  his  part  so  that  he  never  prepares  a  tax  return  again  as 
long  as  he  lives. 

The  delivery  of  refund  checks  to  taxpayers  by  the  IRS  has  not 
been  too  much  of  a  problem  in  my  years  of  service.  Sometimes 
problems  do  occur,  returns  are  lost  by  the  service  center  or  by  the 
mail.  Taxpayers  seem  to  want  immediate  delivery  of  refunds.  Elec- 
tronic refunds  and  direct  deposits  as  such  are  sometimes  a  few 
days  late. 

Perhaps  one  problem  that  could  be  improved  is  when  an  elec- 
tronic refund  is  sent  to  the  wrong  financial  institution  because  of 
an  error  by  the  preparer  or  the  taxpayer  in  providing  the  correct 
information.  It  takes  a  very  long  time  to  retrieve  the  refund,  and 
the  process  for  such  is  not  very  well  defined. 

Finally,  I  would  like  to  express  the  profession's  great  admiration 
and  satisfaction  of  the  problems  resolution  offices  within  the  IRS 
and  the  South  Carolina  Department  of  Revenue.  If  all  other  efforts 
fail  to  provide  a  solution,  the  pro  office  will  always  meet  the  chal- 
lenge. 

In  conclusion,  I  would  strongly  suggest  that  taxpayers  would  be 
well  served  if  the  IRS,  and  each  other  State  taxing  authority,  could 
work  more  closely  together  in  meeting  the  collection  requirements 
of  our  system. 

Again,  Mr.  Chairman,  I  appreciate  and  express  my  gratitude  for 
the  opportunity  to  appear  before  this  committee. 

Thank  you. 

Mr.  Spratt.  Thank  you  very  much,  Austin. 
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I  was  recalling  as  you  were  talking  about  filing  3,000  returns, 
and  Mr.  Mungo  1,100  returns,  I  told  him  it  takes  my  breath  away. 
It  takes  all  I  have  got  to  do  to  get  my  own  return  filed  on  April 
15. 

I  recall,  Senator  Drummond,  you  remember  we  had  a  tornado 
come  through  South  Carolina  about  8  years  ago,  and  it  came 
through  Newberry,  and  Bennettsville,  sort  of  diagonally  across  the 
State.  The  next  day  on  a  National  Guard  helicopter  Senator  Thur- 
mond and  I,  we  sort  of  retraced  the  path  of  the  tornado,  and  we 
saw  people  who  had  literally  looked  down  that  tunnel  the  day  be- 
fore and  you  could  still  see  the  fright  in  their  eyes,  but  the  most 
frightened,  distraught,  and  hapless  person  we  met  was  a  fellow 
over  on  the  other  side  of  Laurens  who  had  a  converted  filling  sta- 
tion, a  two-bay  filling  station  where  he  handled  about  200  tax  re- 
turns a  year,  that  place  had  been  totally  flattened  and  every  bit  of 
tax  information  from  his  clients  had  gone  up  literally  with  the  tor- 
nado. He  did  not  know  what  the  devil  he  was  going  to  do.  Too  bad 
he  did  not  have  electronic  filing. 

Mr.  Sheheen.  Well,  I  would  not  be  able  to  reiterate  too  strongly 
that  since  about  50  percent  of  the  tax  returns  prepared  in  the  Na- 
tion are  prepared  by  professional  preparers,  that  that  would  be  a 
source  of  correction  with  some  of  the  system  problems  if  the  puni- 
tive measures  against  the  preparers  did  not  allow  a  second  chance 
on  their  behalf. 

Mr.  Spratt.  Well,  two  questions:  Basically  are  you  doing  elec- 
tronic filing,  joint  filing,  and,  if  so,  do  you  think  it  is  working? 

And  second,  what  is  the  next  frontier?  Where  should  the  Federal 
and  State  government  agencies  be  cooperating  to  carry  this  for- 
ward? 

Mr.  Sheheen.  We  are  doing  electronic  filing.  Back  in  1987  when 
this  partnership  began  in  South  Carolina,  Director  Breihan  in- 
formed me  then  that  I  needed  to  be  in  the  forefront  of  electronic 
filing,  and  I  was  quick  to  not  be  able  to  go  back  the  next  year  and 
tell  him  that  we  had  started,  so,  yes,  we  are  filing,  and  I  think  that 
as  more  of  the  system  develops,  such  as  employer  payroll  returns 
will  soon  be  electronically  filed,  that  it  has  a  great  wave  of  the  fu- 
ture in  helping  both  the  taxpayer  and  the  agencies. 

What  I  see  in  the  wave  or  the  forefront  of  the  relationship  is  that 
we  overlap  duplication.  I  agree  with  Chairman  Clarkson  that  there 
are  some  things  in  the  future  that  will  have  to  happen  in  the  tax 
collection  system  for  us  to  efficiently  operate  in  this  Nation,  and 
that  we  can  eliminate  duplication  as  we  move  down  that  road. 

The  system  now  shares  information.  It  ought  be  shared  by  all  50 
States.  There  is  absolutely  no  need  to  have  the  State  audit  a  return 
that  the  Federal  has  audited  and  sent  the  information  to  the  State 
because  they  get  an  automatic  adjustment  anyway,  and  there  is  no 
need  for  the  Federal  to  do  the  things  that  the  State  has  done,  so 
I  see  in  the  forefront  the  elimination  of  duplication  between  agen- 
cies as  being  a  way  to  more  properly  enforce  the  system  that  we 
have  of  collecting  taxes. 

Mr.  Spratt.  Senator  Drummond. 

Mr.  Drummond.  First  I  want  to  commend  you  and  your  organiza- 
tion. I  have  a  mentor  on  my  committee,  you  know  the  one  I  am 
talking  about,  Senator  Presley 
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Mr.  Sheheen.  Yes,  sir. 

Mr.  Drummond  [continuing].  He  informs  me  about  all  these 
problems,  and  does  it  in  quick  form,  so  I  can  always  depend  on  him 
giving  me  the  proper  information. 

I  just  noticed  that  you  and  Mr.  Mungo  mentioned  about  tax  pre- 
parers. There  is  no  requirement  whatsoever  about  qualifications  of 
tax  preparers  in  South  Carolina? 

Mr.  Sheheen.  If  you  are  a  licensed  practitioner,  then  there  are 
many  requirements.  If  you  are  an  unlicensed  practitioner,  and  we 
have  that  in  South  Carolina,  then  anyone  can  prepare  tax  returns. 
We  are  able  to  punish  the  licensed  practitioners;  we  are  not  able 
to  punish  the  unlicensed  practitioners. 

Mr.  Drummond.  Is  there  any  effort  whatsoever  to  license  every- 
one that  is  legally  in  it? 

Mr.  Sheheen.  I  think  there  have  been  efforts,  Senator,  but  the 
pros  and  cons  of  that  are  very  elaborate,  and  the  question  of 
whether  we  can  even  do  that  constitutionally  is  a  problem. 

I  think,  though,  that  you  could  tell  the  tax  preparer  that  if  you 
are  ever  guilty  of  anything  that  you  are  out  of  the  business  forever, 
even  though  they  were  not  licensed,  because  they  have  committed 
some  sort  of  act  that  is  detrimental  to  the  profession. 

Mr.  Drummond.  I  would  not  think  that  would  be  too  difficult  to 
get  passed. 

Mr.  Sheheen.  No,  sir.  We  did  not  have  many  tax  preparers  when 
I  began.  Now  we  have  tax  preparers  that  are  greater  than  the 
number  of  people  we  have  to  file  tax  returns  for,  so  in  some  in- 
stances they  resort  to  an  economic  situation  of  producing  a  liveli- 
hood and  cross  the  line.  Once  they  cross,  I  think  they  should  be 
eliminated.  That  is  just  my  personal  opinion. 

Mr.  Drummond.  Well,  that  just  seems  to  be  the  fair  thing.  That 
should  come  to  the  legislature  probably  from  the  department  of 
revenue,  that  suggestion.  We  need  a  suggestion  from  either  your 
professional  organization  or  from  the  tax  Commissioner. 

I  cannot  see  where  we  would  have  problems  if  you  engage  in  any 
kind  of  fraudulent  work,  or  work  that  is  not  satisfactory  that  you 
will  not  be  allowed  to  practice  any  more,  even  if  it  is 

Mr.  Sheheen.  It  is  a  privilege  for  me  right  now  to  be  serving  on 
the  board  of  accountancy  for  the  State  of  South  Carolina,  and  one 
of  the  things  we  deal  with  in  every  meeting  are  tax  preparers  who 
have  a  problem  with  their  ethics  in  the  work  that  they  do,  and  so 
you  might  very  well  ask  the  board  to  give  you  some  recommenda- 
tion also,  because  they  are  the  jurisdiction  that  governs  the  li- 
censed people  in  the  State. 

Mr.  Drummond.  In  South  Carolina  we  have  a  little  tendency,  we 
go  back  and  we  had  shade-tree  mechanics  for  your  automobile 
repairperson,  and  now  we  have  licensed  mechanics,  so  maybe  we 
can  come  up  to  that  modernization. 

Mr.  Sheheen.  We  certainly  could  stand  it,  senator. 

Mr.  Spratt.  Thank  you  very  much,  Mr.  Sheheen.  We  very  much 
appreciate  it. 

Now  for  our  final  witness,  our  wrapup  witness,  Hunter  Howard 
who  is  especially  qualified  because  he  not  only  represents  today  as 
executive  director  of  the  State  chamber  of  commerce,  but  he  has 


70 

served  on  the  tax  commission,  and  served  as  chairman.  We  very 
much  appreciate  your  coming  and  testifying. 

STATEMENT  OF  S.  HUNTER  HOWARD,  JR.,  EXECUTIVE  VICE 
PRESIDENT,  SOUTH  CAROLINA  CHAMBER  OF  COMMERCE 

Mr.  Howard.  Thank  you.  Senator  Drummond  and  Commissioner 
Richardson: 

It  is  a  pleasure  to  be  here  with  you  today.  I  appreciate  your  tak- 
ing time  out  of  your  busy  schedule  to  listen  to  these  praises  and 
ideas  of  things  that  could  be  done  in  cooperation  between  the  Fed- 
eral and  State  taxing  authorities. 

As  you  have  heard  today,  South  Carolina  has  earned  a  national 
reputation,  and  deservedly  so,  for  being  a  pioneer  in  exploring  part- 
nership opportunities  between  the  Federal  and  State  taxing  au- 
thorities, and  we  are  proud  of  what  this  partnership  has  meant  to 
those  two  agencies,  but  more  importantly  we  are  proud  of  the  im- 
pact that  it  has  had  on  the  taxpayers  of  this  State  in  terms  of  re- 
ducing their  burden  and  increasing  voluntary  compliance. 

Today  I  would  like  to  address  the  positive  impacts  that  this  part- 
nership has  had  on  South  Carolina  taxpayers,  particularly  business 
taxpayers,  and  how  I  believe  it  could  be  expanded  into  the  future. 

Although  I  speak  to  you  today  as  the  head  of  the  State's  business 
organization,  as  you  indicated,  I  previously  served  as  the  chairman 
of  the  South  Carolina  Tax  Commission,  and  prior  to  that  had  a 
practice,  a  CPA  practice,  and  served  in  the  general  assembly  for  8 
years. 

And  although  some  may  think  that  my  years  in  tax  administra- 
tion may  make  me  less  than  objective,  I  believe  that  this  has  given 
me  a  unique  perspective  that  takes  into  account  both  the  business 
taxpayers  and  the  State  and  Federal  tax  collectors. 

The  State's  tax  structure  is  a  significant  factor  in  our  business 
climate,  particularly  to  our  members  of  the  South  Carolina  Cham- 
ber of  Commerce.  We  recognize  that  stable  government  services 
and  infrastructure  are  critical  to  their  ability  to  grow,  to  be  com- 
petitive, and  to  provide  jobs. 

We  understand  the  need  to  support  the  government  through  our 
systems  of  taxation,  but  we  believe  that  those  tax  systems  should 
be  fair  and  uniform,  and  support  business'  ability  to  be  competitive. 

In  that  regard  we  would  like  to  take  this  opportunity  to  con- 
gratulate Commissioner  Richardson,  Chairman  Clarkson,  and  all 
the  other  folks  with  the  tax  administration  for  the  Fed-State  effort. 
They  get  few  opportunities  to  be  congratulated,  and  I  think  this  is 
a  great  opportunity  to  do  that.  It  has  allowed  each  of  our  govern- 
ments to  operate  in  a  more  cost-efficient  and  effective  manner,  and 
has  brought  about  some  significant  improvements  toward  reducing 
taxpayer  administrative  burden  and  inconvenience. 

This  partnership  recognizes  that  as  far  as  the  taxpayer  is  con- 
cerned there  really  is  only  one  system.  They  do  not  separate  their 
lives  into  dealing  with  the  Fed,  and  dealing  with  the  State,  but 
they  simply  see  taxes,  and  Fed-State's  primary  mission  is  to  try  to 
improve  the  overall  system  of  taxation. 

And  one  of  the  primary  beneficiaries  of  the  Fed-State  partnership 
are  our  small  businesses.  This  group  of  taxpayers  represents  the 
fastest  growing  segment  of  our  economy,  and  probably  the  most 
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vulnerable.  All  of  us  are  aware  that  small  businesses,  particularly 
in  their  early  years,  have  but  one  goal,  and  that  is  survival. 

The  owner's  lack  of  sophistication,  trie  technical  and  legal  knowl- 
edge, the  resources,  and  the  time  to  plow  through  the  tax  codes  and 
requirements.  What  they  need  is  a  helping  hand,  not  another  ob- 
stacle. 

You  have  heard  about  the  various  programs  that  have  been  done 
here  in  terms  of  the  small  business  workshops  and  the  one-stop 
service,  and  certainly  those  are  strong  indications  of  how  the  serv- 
ice and  the  State  are  committed  to  helping  these  people  get  started 
off  on  the  right  foot  and  to  prevent  problems  into  the  future.  Cer- 
tainly these  programs  should  be  continued  and  expanded. 

The  impact  of  technology  on  business  is  both  positive  and  nega- 
tive. Technology  allows  business  to  grow,  and  to  do  more  with  less, 
but  it  also  creates  new  challenges.  As  we  automate  our  lives  and 
our  tax  systems,  the  ways  and  means  of  transmitting  information 
through  technology  can  become  as  cumbersome  as  the  tax  code  it- 
self. In  tax  compliance,  taxpayers  have  to  deal  with  many  levels  of 
government — Federal,  State,  city  and  county,  and  within  each  level 
there  are  various  departments  that  require  information  to  be  filed. 

As  we  move  to  a  paperless  society,  each  level  or  department  often 
creates  its  own  systems  of  reporting,  as  well  as  its  own  require- 
ments for  transmitting  that  information,  and  instead  of  simplifying 
the  process  with  technology,  you  often  create  new  levels  of  frustra- 
tion that  create  a  confusea  and  angry  taxpayer. 

Not  only  must  the  reporting  requirements  be  standardized,  but 
also  the  methods  of  transmission  must  be  standardized,  and  we 
have  heard  examples  of  that  here  today  in  terms  of  what  has  been 
done  on  the  individual  side  with  joint  electronic  filing,  but  I  would 
submit  to  you  that  there  are  other  things  that  could  be  done,  as 
you  have  heard  as  well,  particularly  in  the  area  of  business  tax  re- 
turns— corporate,  partnership  returns,  having  those  jointly  filed,  as 
well  as  a  single  wage  reporting  type  system. 

The  South  Carolina  Department  of  Revenue  begins  this  month 
with  accepting  returns  electronically  from  business  taxpayers,  and 
we  hope  other  States  and  the  IRS  will  do  the  same,  but  as  they 
do  it  is  going  to  create  a  huge  variance  among  the  various  States, 
particularly  to  our  multistats  taxpayer,  and  it  could  become  a 
nightmare  in  terms  of  filing. 

A  joint  system  between  a  State  and  the  IRS  and  the  reporting 
of  Federal  and  State  business  tax  information  could  provide  a 
model  for  a  uniform  system  that  all  taxing  authorities  could  utilize. 

In  addition  to  the  partnership  with  the  States,  the  IRS  should 
also  pursue  similar  arrangements  with  the  private  sector,  and 
starting  with  the  business  community. 

The  opportunity  there  is  to  identify  areas  of  heavy  administra- 
tive burden,  and  the  jointly  address  now  this  burden  could  be  re- 
duced, while  maintaining  the  revenue  stream.  Both  sides  could 
benefit. 

We  have  had  some  examples  of  that  this  year  where  we  have  had 
the  2  percent  withholding  on  nonresidents  where  it  was  a  heavy 
administrative  burden  on  the  taxpayer,  but  the  State  had  to  main- 
tain the  revenue  stream.  We  got  together,  identified,  understood 
both  sides'  objectives,  and  were  able  to  put  together  a  list  of  rec- 
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ommendations  that  the  general  assembly  signed  off  on,  and  the  net 
result  is  the  taxpayers  were  pleased,  and  our  State  revenues  are 
secure. 

Joint  Federal  and  State  partnerships  have  been  successful,  but 
I  submit  to  you  we  have  really  only  scratched  the  surface.  The 
partnership  between  the  State  of  South  Carolina  and  the  Internal 
Revenue  Service  has  been  a  strong  one,  and  I  have  full  confidence 
that  both  entities  will  continue  to  explore  new  ways  to  jointly  work 
together  and  improve  their  system,  and  it  has  certainly  set  a  model 
for  the  rest  of  the  Nation,  and  it  must  continue. 

I  have  personally  worked  with  the  Internal  Revenue  Service  and 
with  Commissioner  Richardson,  and  I  know  firsthand  of  their  com- 
mitment to  the  taxpayers  and  treating  them  as  customers.  How- 
ever, in  order  for  them  to  be  successful  they  need  the  strong  sup- 
port and  encouragement  of  Congress,  ana  more  specifically  in 
terms  of  funding,  particularly  in  light  of  the  tax  system  moderniza- 
tion in  order  for  them  to  be  able  to  do  a  lot  of  these  things  on  the 
technological  side. 

The  result  should  be  a  more  satisfied  taxpayer,  increased  compli- 
ance, and  reduced  administrative  burden.  Both  the  taxpayer  and 
the  taxing  authorities  would  benefit. 

I  appreciate  the  opportunity  to  be  with  you,  and  would  be  happy 
to  answer  any  questions. 

[The  prepared  statement  of  Mr.  Howard  follows:] 


73 


SENT  BY:COLUMBIA  SC         :  9-23-94  i  10=43  i  SC  CHAMBER  COMMERCE*       202  225  2441 ;«  2 


S.  Hunter  Howard  Jr. 

An  Introduction 


I  am  pleased  to  introduce  to  you  today  a  very  unique  individual. 

Hunter  Howard  is  uniquely  qualified  for  the  position  he  holds. 
The  South  Carolina  Chamber  of  Commerce,  as  the  state's 
largest  business  association,   represents  business  Interests  to 
government.  Hunter's  impressive  career,  which  spans  both 
public  service  and  private  business,  positions  him  today  to  be 
in  outstanding  executive  vice  president  of  the  South  Carolina 
Chamber. 

A  native  of  Greenville  County,  Hunter  began  his  career  In  public 
service  at  age  21  in  the  South  Carolina  House  of 
Representatives.  He  served  on  the  Labor,  Commerce  and 
Industry  Committee,  chairman  of  the  House  Banking  and 
Consumer  Affairs  Subcommittee  and  on  the  Tax  Study 
Commission.  He  completed  his  degree  in  accounting  from  the 
University  of  South  Carolina  and  operated  his  own  firm,  Hunter 
Hpward  &  Co.,  CPAs,  In  Slmpsonville. 
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After  eight  years  in  the  House,  he  was  appointed  in  1982  by 
Gov.  Richard  Riley  to  the  South  Carolina  Tax  Commission.  In 
1986,  ho  was  named  chairman.   He  was  reappointed  to  the 
same  position  by  Gov.  Carroll  Campbell. 
His  leadership  in  simplifying  tax  returns  and  in  adopting  the 
Internal  Revenue  Code  for  South  Carolina  tax  purposes  led  to 
his  selection  as  the  1986  Distinguished  Public  Service  Award  by 
the  South  Carolina  Assocation  of  Certified  Public  Accountants. 
He  was  asked  to  serve  as  a  special  assistant  to  the  deputy 
comnjiissioner  of  the  IRS  to  implement  programs  between  the 
IRS  and  state  revenue  departments. 

In  1992,  Hunter  was  named  executive  vice  president  of  the 
South  Carolina  Chamber  of  Commerce.  His  unique  perspective 
and  experience  in  dealing  with  both  the  public  and  private 
sectors  as  well  as  his  in-depth  understanding  of  financial  issues 
tjias  taken  the  Chamber  to  new  heights.  Under  his  leadership, 
the  Chamber  has  become  a  new  legislative  force,  developing 
solutions  to  business  problems.  Agencies  such  as  the  state's 
Department  of  Health  and  Environmental  Control  turn  to  the 
Chamber  for  business  leadership  In  consolidating  environmental 
regulations  and  in  setting  up  one-shop  permitting. 

I  i 

Hunter  also  serves  on  the  three-man  Board  of  Economic 
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Advisers,  the  group  responsible  for  estimating  all  state  revenues 
He  was  selected  by  Governor  Campbell  to  serve  on  a  highly 
visible  task  force  to  reform  the  state's  Alcohol  Beverage  Control 
Commission.  He  also  serves  on  the  boards  of  both  Junior 
Achievement  and  Leadership  South  Carolina. 


Please  join  me  in  welcoming  Hunter  Howard. 
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Mr.  Spratt.  Mr.  Howard,  we  very  much  appreciate  your  coming 
here  and  taking  time  to  do  this. 

I  will  put  the  same  question  to  you  we  put  to  Mr.  Sheheen.  What 
is  the  frontier,  what  should  we  be  doing?  We  know  that  we  need 
to  fund  TSM,  but  what  are  the  next  frontiers  that  we  can  push  for- 
ward in  terms  of  cooperation,  reducing  duplication  and  overlap? 

Mr.  Howard.  I  think  having  jointly  filed  tax  corporate  tax  re- 
turns, jointly  filed  partnership  tax  returns,  having  wage  reporting 
returns  filed  into  a  single  place  as  has  been  noted  earlier.  It  makes 
little  sense  to  file  the  same  information  with  two  different  entities, 
it  is  very  cumbersome  and  a  lot  of  times  it  is  not  utilized  to  the 
fullest  extent  at  the  State  level;  whereas  if  there  was  a  national 
data  base  of  information  that  the  State  could  draw  from,  they  could 
better  utilize  that  information.  So  I  would  support — and  I  know  the 
Service  is  currently  going  through  what  they  call  a  National  Wage 
Reporting  System.  They  have  a  standardized  W-2,  which  is  step 
one,  and  they  are  looking  to  create  some  sort  of  repository  for  the 
collection  of  this  information. 

I  was  talking  with  Ms.  Van  Alfen  earlier  today,  and  I  understand 
that  it  has  actually  been  elevated  to  Treasury  to  look  into  this  par- 
ticular proposal,  but  I  think  it  could  have  a  significant  impact  on 
the  taxpaying  community  as  well. 

Mr.  Spratt.  Senator  Drummond. 

Mr.  Drummond.  Keep  up  the  good  work,  Buddy.  That  is  your  job. 

Mr.  Howard.  Thank  you,  sir. 

Mr.  SPRATT.  Thank  you  very  much. 

That  concludes  our  witnesses  today,  and  I  am  informed  that  the 
television  station  would  like  to  tape  something  quickly,  they  have 
got  an  11:35  deadline.  We  have  got  a  few  details  we  need  to  cover 
before  we  wrap  up,  but  Crawford  Clarkson,  Commissioner  Richard- 
son, Mr.  Breihan,  and  Senator  Drummond,  if  you  want  to  join  me 
outside  we  will  go  out  and  do  a  piece  with  them. 

Before  we  conclude,  let  me  say  that  Floyd  Spence  had  hoped  to 
be  here,  could  not  because  of  a  conflict  in  Washington,  but  we  have 
a  statement  from  him  which  we  will  make  a  part  of  the  record. 

[The  prepared  statement  of  Mr.  Spence  follows:] 
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STATHMEN©  BY  CONGRESSMAN  FLOYD  SPENCE  BEFORE  THE  SUBCOMMITTEE  ON 
COMMERCE,  CONSUMER,  AND  MONETARY  AFFAIRS  OF  THE  HOUSE  COMMITTEE  ON 
GOVERNMENT  OPERATIONS  ON  MONDAY,  SEPTEMBER  26,  1994  AT  9:00  AM  IN 
ROOM  101,  BLATT  BUILDING,  COLUMBIA,  SOUTH  CAROLINA,  REGARDING 
FEDERAL  AND  STATE  COOPERATIVE  EFFORTS  IN  TAX  ADMINISTRATION. 


MR.  CHAIRMAN: 

IT  IS  A  PLEASURE  FOR  ME  TO  JOIN  THOSE  WHO  ARE  RECOGNIZING  THE 
COOPERATIVE  EFFORT  THAT  HAS  BEEN  ESTABLISHED  BETWEEN  THE  INTERNAL 
REVENUE  SERVICE  (IRS)  AND  THE  SOUTH  CAROLINA  DEPARTMENT  OF  REVBNUE  . 
?&»■ ■  Tpffjch&ff     THE  STATE  OF  SOUTH  CAROLINA  HAS  PIONEERED  EFFORTS  TO 
JOIN  WITH  THE  IRS  IN  TAX  ADMINISTRATION  PRACTICES  THAT  MUTUALLY 
BENEFIT  THE  FEDERAL  AND  STATE  GOVERNMENT,  AS  WELL  AS  THE  TAXPAYING 
PUBLIC.   THIS  HEARING  Wjffcl.  EXPLORE*THE  RELATIONSHIP  THAT  EXISTS 
BETWEEN  OUR  STATE  AND  THE  FEDERAL  GOVERNMENT  IN  THIS  FIELD  AND  W*Ct 
HIGHLIGHT/  THE  INNOVATIONS  THAT  HAVE  BEEN  IMPLEMENTED  WHICH  MAKE  THIS 
PARTNERSHIP  A  MODEL  FOR  JOINT  TAX  ADMINISTRATION. 

THE  COORDINATED  APPROACH  TO  TAX  ADMINISTRATION  THAT  HAS  BEEN 
DEVELOPED  BY  OUR  STATE  DEPARTMENT  OF  REVENUE  MS&  WOBefTOH*  AND  THE 
IRS  EXTENDS  TO  INCOME,  EXCISE,  ESTATE,  GIFT,  EMPLOYMENT,  AND  SALES 
TAXES,  AS  WELL  AS  TO  RETURN  PREPARERS,  INFORMATION  RBTURNS,  EMPLOYEE 
CONDUCT  INVESTIGATIONS,  IDENTIFICATION  OF  POTENTIALLY  DANGEROUS 
TAXPAYERS,  MISDIRECTED  MAIL,  AND  TAX  INFORMATION  AND  EDUCATION 
ISSUES.   THROUGH  THIS  COOPERATIVE  RELATIONSHIP,  VOLUNTARY  COMPLIANCE 
HAS  IMPROVED,  SERVICES  HAVE  BEEN  ENHANCED,  AND  ENFORCEMENT 
ACTIVITIES  HAVE  BECOME  MORE  BFFECTIVE.   ADDITIONALLY,  JOINT 
EDUCATION  AND  OUTREACH  ACTIVITIES  ARE  CONTINUING  TO  BE  EXPANDED . 
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IN  THE  AREA  OF  PROCESSING,  SOUTH  CAROLINA  WAS  THE  FIRST  STATE 
IN  THE  NATION  TO  PROVIDE  TAXPAYERS  WITH  THE  OPTION  OF  FILING 
ELECTRONICALLY  A  JOINT  STATE/FEDERAL  INCOME  TAX  RETURN.   IN  1991, 
THE  FIRST  YEAR  OF  ITS  OPERATION,  252  RETURNS  WERE  FILED  THROUGH  THE 
ELECTRONIC  FILING  PROGRAM.   IN  1994,  286,000  RETURNS  WERE  PROCESSED 
THROUGH  THIS  MEANS.   CLEARLY,  THERE  IS  INCREASING  UTILIZATION  OF 
THIS  ELECTRONIC  FILING  SYSTEM  AND  THE  FEASIBILITY  OF  OTHER  JOINT 
FILING  PROGRAMS,  SUCH  AS  TELBFILB  AND  FBDBRAL/STATB  1040PC,  ARE 
BEING  EXAMINED. 

MR.  CHAIRMAN,  THE  UNIQUE  PARTNERSHIP  BETWEEN  OUR  STATE 
DEPARTMENT  OF  REVENUE  ANDvTAK$£i0Ir  AND  THE  IRS  THAT  IS  THE  SUBJECT 
OF  THIS  HEARING  HAS  FOSTERED  A  MORE  EFFICIENT  AND  COST  EFFECTIVE  TAX 
ADMINISTRATION  SYSTEM  FOR  THE  CITIZENS  OF  THB  PALMBTTO  STATE.   I 
COMMEND  THB  SOUTH  CAROLINA  DEPARTMENT  OF  REVENUE  *Jft>  Ti&CS&H,   AND 
ITS  CHAIRMAN,  CRAWFORD  CLARKSON,  AND  THB  OFFICIALS  OF  THB  COLUMBIA 
DISTRICT  OF  THB  INTERNAL  RBVBNUB  SBRVICB  ON  THEIR  CREATION  OF  THIS 
JOINT  APPROACH  TO  TAX  ADMINISTRATION. 

I  REGRET  THAT  I  CANNOT  BE  WITH  YOU  TODAY.   HOWEVER,  I  LOOK 
FORWARD  TO  REVIEWING  THB  TRANSCRIPT  OF  THIS  HEARING  WITH  INTEREST. 
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Mr.  Spratt.  Additionally  we  received  a  message  earlier  this 
morning  from  Chairman  Boan  that  he  could  not  be  here  because 
of  an  unexpected  conflict  which  he  regretted,  but  it  was  unavoid- 
able. 

And  finally  we  have  the  South  Carolina  Restaurant  Association 
here  today,  and  while  they  will  not  be  able  to  testify,  they  do  have 
testimony  they  would  like  to  submit  for  the  record.  They  are  con- 
cerned about  overbearing  compliance,  they  are  concerned  in  par- 
ticular about  compliance  problems  with  small  restaurants  and 
FICA  tax  accounting,  particularly  with  respect  to  tip  and  wage  in- 
come. 

And  so  if  we  could  make  that  part  of  the  record  and  ask  the  serv- 
ice to  respond  to  their  concerns,  we  would  very  much  appreciate 
that  also. 

[The  prepared  statements  of  Mr.  Sponseller  and  Mr.  Gandhi  fol- 
low:] 
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STATEMENT  OF  TOM  SPONSELLER 

EXECUTIVE  DIRECTOR,  HOSPITALITY  ASSOCIATION  OF  SOUTH  CAROLINA 

BEFORE  THE  SUBCOMMITTEE  ON  COMMERCE,  CONSUMER,  AND 

MONETARY  AFFAIRS 

OF  THE  HOUSE  GOVERNMENT  OPERATIONS  COMMITTEE 

September  26,  1994 

Mr.  Chairman: 

Thank  you  for  giving  me  the  opportunity  to  raise  an  important  issue  regarding  the 
Internal  Revenue  Service  and  the  foodservice  industry. 

Let  me  first  explain  that  in  our  industry,  wages  are  paid  by  the  employer  to  the  wait  staff 
person.   Tips  are  received  from  the  customers.   Those  tips  are  not  compensation  paid  by 
the  employer  to  the  employee.   The  IRS  says  that  employees  who  receive  tips  from 
restaurant  patrons  —  waiters,  bartenders,  busboys,  and  others  —  are  not  reporting  all 
their  gratuities  for  tax  purposes.  To  collect  more  taxes  from  these  individuals,  the  IRS 
has  settled  on  a  new  enforcement  strategy:  Threatening  to  hold  employers  liable  for 
FICA  payroll  taxes  on  all  the  tips  the  IRS  says  employees  failed  to  report.    We  believe 
this  is  coercive,  heavy-handed,  and  unlawful. 

Using  audit  threats  as  leverage,  IRS  agents  in  South  Carolina,  as  well  as  in  many  other 
parts  of  the  country,  are  approaching  restaurateurs  about  signing  documents  called  "Tip 
Rate  Determination  Agreements."  Under  these  agreements,  restaurateurs  who  sign  must 
help  the  IRS  estimate  tip  rates  in  their  establishments,  and  then  make  sure  that  at  least 
75  percent  of  their  tipped  employees  report  tips  at  or  above  those  rates. 

If  an  employee  chooses  not  to  participate  —  or  fails  to  report  tips  at  the  specified  level 

—  the  restaurateur  must  turn  over  the  employee's  name,  Social  Security  number,  and 
other  data  to  the  IRS,  including  information  on  the  hours  the  employee  worked  and  tips 
he  or  she  reported. 

The  IRS  calls  these  agreements  "voluntary,"  but  this  is  clearly  not  the  case. 
Restaurateurs  who  choose  NOT  to  sign  tip  agreements  face  audits  for  FICA  taxes  on 
unreported  tips  going  as  far  back  as  1988.   The  IRS  collects  these  back  FICA  taxes  from 
employers  only,  in  most  cases  never  looking  at  the  records  of  the  individual  employees 
who  allegedly  failed  to  report  tips,  and  in  all  cases  never  crediting  employees'  social 
security  wage  history  accounts  to  reflect  the  earnings  on  which  the  FICA  taxes  were 
collected.  We  believe  the  IRS's  tip  audit  procedures  violate  the  spirit  of  both  the  Social 
Security  payroll  tax  system  and  the  Internal  Revenue  Code. 

Mr.  Chairman,  I  can  think  of  no  other  industry  that  is  being  pressured  like  we  are  to 
serve  as  "tax  cops"  for  the  IRS.  These  agreements  require  restaurateurs  to  shoulder  a 
huge  administrative  burden  in  constantly  monitoring  and  policing  employees'  tip  reports 

-  and  then  "turning  in"  noncomplying  employees.  The  increase  in  paperwork  which  comes 
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with  signing  an  agreement  like  this  puts  restaurants  —  75  percent  of  which  are  small 
businesses  —  at  a  tremendous  disadvantage. 

We  are  not  advocating  that  anyone  avoid  paying  taxes.  Most  of  the  restaurateurs  the  IRS 
is  harassing  have  done  everything  they  can  to  comply  with  the  law,  educate  their  workers 
about  their  tax  responsibilities,  and  get  employees  to  report  tips.  Yet  with  the  audit 
threats,  these  businesses  could  face  extreme  financial  hardships  through  absolutely  no 
fault  of  their  own. 

My  question  is  this:  Why  is  the  IRS  punishing  employers,  when  the  employees  are  clearly 
the  individuals  whom  the  IRS  believes  are  not  claiming  their  full  amount  of  income? 

We  ask  that  the  IRS  terminate  its  Tip  Rate  Determination  Agreement  program  and  find 
a  more  equitable  way  to  deal  with  employees  who  underreport  their  income. 
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The  IRS  has  begun  what  they  call  a  "voluntary"  Tip  Rate  Determination  Program  in  which 
an  employer  must  act  as  an  IRS  enforcer  by  having  their  tipped  employees  report  gratuities  at 
a  set  rate.    In  some  cases  employees  and  employers  may  be  paying  taxes  on  unearned 
income.    How  will  the  IRS  refund  any  taxes  paid  on  unearned  income? 

Under  the  Tip  Rate  Determination  Program,  employers  are  threatened  with  an  audit  of  either 
six  years  or  six  months  depending  upon  whether  the  employer  signs  the  IRS  agreement.   In 
most  cases  when  an  employer  is  audited,  no  audit  or  assessment  is  made  of  the 
underreporting  employees.    How  can  the  IRS  justify  collecting  the  employer  half  of  FICA 
and  never  collecting  enough  information  to  know  which  employees'  social  security  accounts 
to  credit? 

Does  the  FICA  tax  collected  from  employers  benefit  the  employees'  social  security  wage 
earnings  records  under  the  Social  Security  Act? 

Under  the  arrangement  of  the  Tip  Rate  Determination  Agreement,  are  you  not  making  the 
employer  the  tax  collector  for  the  Internal  Revenue  Service? 


83 


GAO 


United  States  General  Accounting  Office 


Testimony 

Before  the  Subcommittee  on  Commerce,  Consumer,  and 
Monetary  Affairs,  Committee  on  Government  Operations, 
House  of  Representatives 


For  Release  on  Delivery 
Expected  11 
KfcOOajn.  EST 
Monday 
September  26,  1994 


UNDELIVERED  TAX 
REFUNDS 


IRS'  Handling  of  Undelivered 
Income  Tax  Refund  Checks 


Statement  for  the  Record  of 
Natwar  M.  Gandhi,  Associate  Director 
Tax  Policy  and  Administration  Issues 
General  Government  Division 


GAO/T-GGD-94-186 


84 


IRS'  HANDLING  OF  UNDELIVERED  INCOME  TAX  REFUNDS 

SUMMARY  OF  STATEMENT  OF 

NATWAR  M.  GANDHI 

ASSOCIATE  DIRECTOR,  TAX  POLICY  AND  ADMINISTRATION  ISSUES 

GENERAL  GOVERNMENT  DIVISION 

U.S.  GENERAL  ACCOUNTING  OFFICE 

For  the  1992  filing  season,  IRS  sent  over  89.3  million  refunds, 
totaling  about  $113  billion,  to  taxpayers.   In  light  of  this 
large  volume  of  refunds  and  the  mobility  of  Americans,  it  is  not 
surprising  that  some  of  these  refunds  are  not  delivered  to 
taxpayers  but  are  returned  to  IRS.   About  279,000  of  the  89.3 
million  refunds,  or  about  one-third  of  1  percent,  were  initially 
returned  by  the  U.S.  Postal  Service  as  undeliverable. 

According  to  IRS,  undeliverable  refunds  are  caused  by  (1) 
taxpayers  moving  and  leaving  no  forwarding  address  with  the 
Postal  Service  or  IRS,  (2)  the  Postal  Service  not  delivering  or 
forwarding  refund  checks,  and  (3)  IRS  incorrectly  recording 
taxpayers'  addresses. 

IRS  follows  certain  procedures  for  handling  undeliverable  tax 
refunds.   These  procedures  include  attempts  to  locate  better 
addresses  for  the  taxpayers  and  publicity  efforts  to  notify 
taxpayers  of  undelivered  refunds. 

As  a  result  of  these  procedures,  which  IRS  usually  completes  by 
August  following  the  year  the  tax  returns  were  filed,  IRS  was 
able  to  resolve  over  251,000  of  the  279,000  undeliverable  1992 
refunds.   Thus,  only  about  28,000  undelivered  refunds,  totaling 
$12.4  million,  were  not  resolved  as  of  August  1993.   This 
represents  less  than  l/35th  of  1  percent  of  the  total  number  of 
refunds  issued  during  the  1992  filing  season. 

It  should  also  be  pointed  out  that  while  about  28,000  refunds 
could  not  be  delivered,  IRS  credits  taxpayers'  accounts  for  the 
refund  amount.   This  ensures  that  the  refunds  are  available  to 
the  taxpayers  in  the  future. 

GAO  believes  that  IRS  is  acting  responsively  in  its  handling  of 
undelivered  income  tax  refunds.   IRS  has,  in  GAO's  judgment, 
reached  the  point  where  the  burden  of  further  responsibility  for 
obtaining  refunds  due  should  shift  to  the  taxpayers. 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

We  are  pleased  to  have  this  opportunity  to  discuss  IRS'  handling 
of  undelivered  income  tax  refunds.   Such  refunds  are  those  that 
the  U.S.  Postal  Service  returns  to  the  Department  of  the 
Treasury's  Regional  Finance  Centers  that  issued  them.   IRS 
generally  locates  most  of  the  taxpayers  who  are  due  these  refunds 
and  sends  the  funds  to  them.   For  those  taxpayers  who  are  not 
located,  IRS  credits  the  refund  amount  to  each  taxpayer's  account 
for  future  action  should  the  taxpayer  contact  IRS  about  their 
refund  or  file  a  subseguent  tax  form  with  a  new  address. 

Judging  from  the  results  of  our  work,  it  appears  that  IRS  takes 
the  issue  of  undelivered  income  tax  refunds  seriously  and  takes 
various  steps  to  ensure  that  taxpayers  receive  their  refunds. 
The  success  of  IRS'  procedures  is  reflected  in  the  fact  that  only 
about  28,000  of  the  89.3  million  refunds  issued  in  1992,  the 
latest  year  for  which  we  have  complete  data,  were  undelivered  as 
of  August  1993.   The  28,000  represent  less  than  l/35th  of  1 
percent  of  the  total  refunds  issued.   According  to  IRS  data,  the 
percentage  of  undelivered  refunds  was  about  the  same  for  the  1991 
filing  season. 

Our  testimony  today  will  focus  on  the  following  issues: 
--  the  extent  and  causes  of  undeliverable  refunds, 

--  IRS'  efforts  to  resolve  undeliverable  refunds,  and 

--  IRS'  continuing  efforts  to  reduce  undeliverable  mail. 

EXTENT  AND  CAUSES  OF 
UNDELIVERABLE  REFUNDS 

For  the  1992  filing  season,  according  to  IRS  data,  IRS  issued 
89.3  million  refunds  to  taxpayers,  totaling  about  $113  billion. 
Of  these  refunds,  approximately  89  million  were  delivered  to  the 
taxpayers  while  the  remaining  279,000  were  returned  by  the  Postal 
Service  as  undeliverable.   This  represented  about  one-third  of  1 
percent  of  the  total  number  of  refunds  issued. 

According  to  IRS  representatives  and  relevant  IRS  studies,  most 
undeliverable  refunds  are  caused  by 

--  taxpayers  moving  and  leaving  no  forwarding  address  with  either 
the  Postal  Service  or  IRS, 

--  the  Postal  Service  not  delivering  or  forwarding  refund  checks, 
and 

--  IRS  incorrectly  recording  taxpayers'  addresses. 

American  society  is  very  mobile.   According  to  the  Postal  Service 
about  20  percent  of  Americans  move  every  year.   Even  a  small 
percentage  of  people  moving  and  not  providing  a  change  of  address 
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could  cause  IRS  difficulties  in  mailing  refunds.   It  is  important 
to  note  that  taxpayers  bear  responsibility  for  their  delayed  or 
undelivered  refunds  when  they  fail  to  notify  the  Postal  Service 
or  IRS  of  their  address  change. 

Even  when  the  Postal  Service  has  current  forwarding  addresses,  it 
does  not  always  forward  refund  checks.   According  to  Postal 
Service  policy,  all  first  class  mail  is  to  be  forwarded  for  up  to 
1  year  when  a  valid  forwarding  address  is  on  file.   However, 
according  to  Postal  Service  and  IRS  officials  this  policy  is  not 
always  followed  for  government  checks  because  of  security  or 
other  concerns.   In  these  cases,  the  checks  are  returned  as 
undel i verable . 

In  addition,  some  undeliverable  refunds  are  caused  when  IRS  staff 
update  computer  files  with  an  incorrect  address.   Some  of  these 
errors  occur  because  IRS  staff  have  difficulty  reading  taxpayers' 
handwritten  addresses.   The  majority  of  taxpayers  write  their 
addresses  on  their  tax  returns  rather  than  use  the  preprinted 
address  labels  provided  on  their  tax  packages.   According  to  IRS, 
generally  only  40  percent  of  all  taxpayers  use  the  preprinted 
address  labels.   Errors  also  occur  when  IRS  staff  either  do  not 
or  incorrectly  transfer  information  on  the  tax  return  to  computer 
records . 

IRS'  EFFORTS  TO  RESOLVE 
UNDELIVERABLE  REFUNDS 

As  I  mentioned  earlier,  about  one-third  of  1  percent  of  all 
refunds  issued  for  the  1992  filing  season  was  initially  returned 
to  IRS  as  undeliverable.   While  this  represents  a  high  level  of 
success,  IRS  still  devotes  considerable  effort  to  ensuring  that 
taxpayers  receive  those  refunds  that  are  returned. 

According  to  Postal  and  Treasury  procedures,  when  refund  checks 
cannot  be  delivered,  the  Postal  Service  is  to  return  them  to  the 
appropriate  Treasury  Department  Regional  Finance  Center.   The 
finance  centers  cancel  the  checks  and  create  a  computer  tape  for 
IRS  with  data  concerning  those  refunds.   When  IRS  receives  the 
information,  it  credits  the  taxpayers'  accounts  for  the  refund 
amount.   This  credit  ensures  that  the  undeliverable  refunds  are  a 
matter  of  record  and  are  available  to  the  taxpayers  if  they 
should  contact  IRS  or  if  IRS  locates  them.   According  to  IRS 
staff,  many  undeliverable  refunds  are  resolved  because  taxpayers 
contact  IRS  to  inquire  about  their  refunds. 

When  the  undeliverable  refunds  are  credited  to  taxpayers' 
accounts,  information  concerning  the  refunds  also  is  sent  to  the 
responsible  IRS  service  center.   The  information  is  used  by 
service  center  staff  who  are  to  follow  several  steps  in 
attempting  to  locate  these  taxpayers. 
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Initially,  they  are  to  compare  the  address  on  the  tax  return  with 
the  address  on  the  refund.  This  may  result  in  the  immediate 
reissuance  of  the  refund  if  the  return  shows  a  different  address. 
If  IRS  does  not  find  a  different  address  on  the  return,  the  staff 
are  to  look  for  addresses  on  attachments  to  the  tax  returns,  such 
as  a  Form  W-2  or  Form  1099,  and  information  in  other  IRS 
databases  relating  to  that  taxpayer. 

After  completing  this  research,  IRS  staff  are  to  mail  notices  to 
these  addresses,  if  any,  in  addition  to  the  original  address  on 
the  refund.   These  notices  advise  the  taxpayer  of  the  pending 
refund  and  request  the  taxpayer  to  furnish  certain  information  so 
that  IRS  can  reissue  the  refund.   For  the  1992  filing  season, 
service  centers  resolved  over  198,000,  or  71  percent,  of  the 
279,000  refunds  that  were  initially  undeliverable. 

Subsequent  to  the  service  center  efforts,  IRS  district  offices 
take  the  lead  in  trying  to  locate  taxpayers  whose  refunds  remain 
undelivered.   The  districts  direct  their  efforts  at  using  various 
media  to  publicize  the  fact  that  IRS  is  holding  taxpayers' 
undelivered  refunds.   For  example,  district  offices  provide  news 
releases  to  the  media  (newspapers,  television,  and  radio)  to 
increase  the  public's  awareness  of  undelivered  refunds  within 
their  geographic  locations.   In  addition  to  newspapers  with  broad 
circulations,  IRS  sends  releases  to  a  variety  of  community-based 
newspapers . 

The  news  releases  usually  include  a  list  of  taxpayers  who  are  due 
refunds  and  provide  information  about  how  to  receive  an 
undelivered  refund  and  how  to  prevent  this  situation  in  the 
future.   It  should  be  pointed  out  that  IRS  provides  the  news 
releases  to  the  media  as  a  public  service  and  does  not  pay 
advertising  fees.   Thus,  the  media  are  not  under  any  obligation 
to  include  the  information  in  their  publications  or  programming. 

Besides  the  news  releases,  IRS  officials  participate  in  radio  and 
television  programs  and  public  service  announcements  to  further 
publicize  undeliverable  refunds.   As  a  result  of  district  office 
publicity  efforts,  IRS  resolved  an  additional  53,000  of  the 
81,000  refunds  that  remained  undeliverable  after  service  center 
efforts. 

Efforts  by  IRS  service  centers  and  district  offices  to  locate 
taxpayers  generally  take  up  to  15  months  to  complete.   Together, 
the  service  centers  and  district  offices  resolved  all  but  about 
28,000  of  the  initial  279,000  undeliverable  refunds  for  the  1992 
filing  season.   These  28,000  refunds  totaled  about  $12.4  million, 
an  average  of  about  $440  per  refund. 
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For  those  refunds  that  remain  undeliverable,  IRS  continues  to 
maintain  information  that  should  allow  the  refunds  to  be  claimed 
in  the  future.   However,  after  15  months,  IRS  no  longer  actively 
searches  for  the  taxpayers  and  does  not  keep  statistics  on  how 
many  of  the  refunds  are  ultimately  claimed. 

To  obtain  additional  perspectives  regarding  the  handling  of 
undeliverable  tax  refunds,  we  contacted  seven  states  that  we 
randomly  selected  from  states  that  have  an  individual  income  tax 
and  discussed  with  appropriate  tax  officials  the  procedures  the 
states  follow.   One  state  made  no  immediate  attempts  to  locate 
taxpayers  but  waited  until  the  following  tax  filing  year  to  match 
mailing  addresses.   The  other  six  states  had  procedures  similar 
to  those  followed  by  IRS.   Two  states  also  performed  additional 
steps  including  telephoning  some  taxpayers  and  searching  state 
databases  such  as  drivers'  license  records.   Most  of  the  states 
we  contacted  believed  that  it  is  the  taxpayers'  responsibility  to 
contact  them  if  their  tax  refunds  are  not  timely  received. 

We  understand  from  IRS  staff  that,  like  two  of  the  states  we 
contacted,  certain  IRS  offices  at  one  time  also  used  the 
telephone  to  try  to  locate  taxpayers  whose  refunds  were 
undeliverable.   While  data  were  unavailable  to  determine  how 
extensive  or  productive  this  procedure  was,  it  may  be 
appropriate,  given  IRS'  increasing  use  of  telephone  technology, 
for  IRS  to  test  using  the  telephone  again  to  locate  taxpayers 
whose  refunds  are  undeliverable. 

Some  years  ago  we  thought  that  the  Social  Security 
Administration's  (SSA)  beneficiary  files  might  provide  IRS  an 
additional  source  of  current  addresses.   However,  we  no  longer 
believe  SSA's  files  would  help  IRS  much  in  obtaining  addresses 
for  undeliverable  refunds.   In  response  to  a  recommendation  we 
made  in  a  1981  report1  to  this  subcommittee,  IRS  and  SSA 
conducted  a  test  in  1982  matching  names  and  addresses  on 
undeliverable  refunds  with  data  from  SSA's  beneficiary  files. 
More  recent  addresses  were  found  for  only  about  5  percent  of  the 
taxpayers,  according  to  test  records  we  could  find  in  preparing 
for  this  testimony.   IRS  concluded  that  future  matches  with  SSA 
data  would  not  be  worthwhile  given  the  low  test  success  rate. 

IRS'  CONTINUING  EFFORTS  TO 
REDUCE  UNDELIVERABLE  MAIL 

IRS  recognizes  the  need  to  continually  improve  its  level  of 
service,  including  the  effective  use  of  the  mail  to  contact 
taxpayers.   In  that  regard,  IRS'  Taxpayer  Ombudsman  recently 
sponsored  a  study  to  review  the  recommendations  from  past  IRS 


^RS'  Handling  of  Undelivered  Income  Tax  Refund  Checks  ( GAO / GGD - 
81-71,  April  10,  1981)  . 
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studies  of  undeliverable  mail  and  to  focus  on  efforts  to  minimize 

such  mail,  including  undeliverable  refunds.   The  study  group's 

report  has  not  been  completed,  so  we  cannot  say  what  it  will 
recommend . 

I  mention  the  Ombudsman- sponsored  study  to  illustrate  that  IRS  is 
concerned  with  undeliverable  mail  and  may  initiate  future  actions 
to  reduce  the  instances  of  such  mail. 

In  addition,  IRS'  implementation  of  the  Tax  Systems  Modernization 
(TSM)  program  over  the  next  decade  has  the  potential  to  also 
reduce  the  volume  of  undeliverable  refunds.   One  of  TSM's  goals 
is  to  shift  from  a  paper-based  to  an  electronic  tax  processing 
system  through  the  use  of  electronic  filing  and  electronic  funds 
transfer.   If  this  shift  materializes  as  envisioned,  IRS  would 
rely  less  on  the  mail  to  deliver  refunds  because  many  refunds 
would  be  deposited  directly  into  taxpayers'  bank  accounts.   This 
change  would  not  necessarily  come  without  its  own  set  of 
obstacles  such  as  the  possibility  of  fraud  and  data  recording 
errors . 

CONCLUSIONS 

We  believe  that  IRS  is  acting  responsively  in  attempting  to  reach 
taxpayers  whose  refunds  are  undelivered.   As  I  have  previously 
mentioned,  the  vast  majority  of  taxpayers  who  file  a  tax  return 
and  are  due  a  refund  receive  them.   Of  the  89.3  million  refunds 
initially  issued  in  the  1992  filing  season,  more  than  99  percent 
were  delivered.   As  for  the  very  small  fraction  that  was  returned 
to  IRS  as  undeliverable,  most  were  subseguently  delivered. 

Considering  IRS'  success  rate  and  the  steps  that  it  does  take  to 
follow  up  on  undeliverable  refunds,  we  do  not  have  any 
suggestions  for  IRS  to  change  or  intensify  its  present  efforts 
other  than  the  possibility  of  testing  the  use  of  the  telephone  to 
locate  additional  taxpayers  due  refunds.   IRS  has,  in  our 
judgment,  reached  the  point  where  the  burden  of  further 
responsibility  for  obtaining  refunds  due  should  shift  to  the 
taxpayers . 
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Mr.  Spratt.  For  everyone  who  has  participated,  and  all  who 
have  come  to  take  part  in  this  hearing  and  to  be  here  today,  we 
want  to  thank  you  for  coming.  I  think  we  have  put  something  on 
the  record  that  bears  attention  in  Washington,  and  I  assure  you  it 
will  be  part  of  the  case  we  make  for  Tax  System  Modernization. 

Thank  you  very  much  indeed. 

[Whereupon  at  11:25  a.m.  the  subcommittee  adjourned,  to  recon- 
vene subject  to  the  call  of  the  Chair.] 
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